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Opening Inventories and Observation 
of Physical Count 

Is a CPA required to disclose the fact 
that he did not observe the taking of 
the inventory at the beginning of the 
fiscal year on which he is reporting? 
Should such a CPA take an exception 
to the results of operations for the year 
under review? The Michigan CPA (Sep- 
tember, 1957) sets forth the answers of 
the Michigan Society’s Committee on 
Accounting Principles and Auditing 
Procedures. 

According to this Committee, the CPA 
is not required to disclose his failure to 
observe the taking of the prior year’s 
closing inventory, but he must satisfy 
himself as to such inventories by appro- 
priate methods. Four members of the 
Committee, however, disagreed with the 
majority and stated that disclosure 
should be made of the failure to observe 
the prior inventory. 

As to the second question, all except 
one member agreed that the CPA is not 
required to take exception to the results 
of operations for the year under review 
if he satisfied himself by appropriate 
methods that the opening inventory was 
stated fairly. The procedures necessary 
in this respect would depend upon the 
circumstances, but should include an in- 
vestigation resulting in reasonable as- 
surance that a reliable physical inven- 





AccounTInG News AND TRENDS is con- 
ducted by CHarves L. Savace, C.P.A. 
and member of the New York Bar. He 
is presently serving as chairman of our 
Society’s Committee on Members in the 
Field of Education. 

Dr. Savage is professor of accounting 
and chairman of the Business Adminis- 
tration Division of St. Francis College. 
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Accounting News And Trends 


tory was taken and should include the 
usual tests of prices, extensions, cut-off, 
inactive items, etc. 


Bank : Directors’ Duties 


A new booklet entitled “The Bank 
Directors’ Responsibility: A High Pub- 
lic Service” has recently been issued by 
the New York State Banking Depart 
ment. The book discusses in general 
terms the duties and obligations of a 
director and also contains a fifty-page 
compendium of law excerpts affecting 
bank directors. 

The booklet points out that the direc- 
tor should insist upon full disclosure to 
the board by management of all major 
business affairs of the institution. In 
this connection, it warns the director 
not to place too great a reliance on exec: 
utive officers lest he be put in the posi- 
tion of becoming a rubber stamp for 
officers’ decisions. 

CPAs will find of particular interest 
a listing of the major responsibilities of 
a director because it is suggested that 
perhaps his most important duty is the 
provision for internal and, when neces- 
sary, external examinations and audits 
by independent public accountants. 


Industry Ratios 

Continuing its new policy, inaugu- 
rated last year, of making its material 
available to the interested public. Robert 
Morris Associates has recently issued 
its 1956 Statement Studies. This year 
the “basic study” section contains finan- 
cial information on 156 lines of busi- 
ness—13 more than in 1955. The 
“income supplement” portion contains 
additional information on selling and 
delivery expense. officers’ salaries. and 
general administration expenses for 
some 127 lines of business. 
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a“ 
Calional Accounting Machine System saves us more 
than 100% a year on our investment.” 


—THE LIONEL CORPORATION, New York 


“We use the National Accounting Machiné because of its 
many automatic features which do so much of the operators’ 
work that there is a great saving of both time and effort. 

“We estimate that these savings return us more than 
100% a year on Our investment. 

“There are other benefits besides direct savings. The work 
is neater. Several records are made simultaneously. Needed 
figure information is obtained sooner—while it is news, not 
history. And employees are hap- ee 
pier because the work is made  Waurene em 
easier.’ President, The Lionel Corporation 


THE NATIONAL CASH REGISTER COMPANY, DAyrToN 9, oHI0 
989 OFFICES IN 94 COUNTRIES 
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In your business, too, National ma- 
chines will pay for themselves with 
the money they save, then continue 
savings as annual profit. Your nearby 
National man will gladly show how 
much you can save—and why your 
operators will be happier. 
“a 
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Nearly 500 banks cooperated in gath. 
ering information from 10,642 individ. 
ual companies. These companies are 
grouped into 156 lines of business and 
each line is subdivided into groups 
by total asset size—under $250,000, 
$250,000 to $1 million, and $1 million 
to $10 million. The statements are 
common-size composite financial state. 
ments expressed in percentages with a 
group of ratios setting forth the averages 
for manufacturing, wholesaling and re- 
tailing lines of business. 

These studies will undoubtedly be of 
great value to CPAs in their analysis of 
clients’ financial statements. Copies can 
be obtained at a cost of $10.00 each 
from the Robert Morris Associates. Na- 
tional Bank Building. Philadelphia 7. 
Penna. 

Reporting on Adequacy of the 

Client’s Records 

In his article “Business Organization 
And The Public Accountant” in The 
Accountant (England) Sept. 28. 1957. 
Mr. J. E. Harris makes some interesting 
comments on the accountant and man- 
agement services. The article discusses 
two main topics—the extent to which 
the internal organization of a_ business 
affects the certificate given by the public 
accountant in his capacity as auditor 
and whether it is practicable for an audit 
to include an evaluation of the efficiency 
of the company’s organization. 

Under British law the auditor is re- 
quired to report on the adequacy of the 
firm’s books and must take an excep- 
tion in his report if the books are 
deemed inadequate. In pursuing this 
aspect of his audit, it would be most 
appropriate for the auditor to advise 
the client as to what is the least efficient 
part of the organization and to suggest 


| changes that will enable the accountant 
| to issue an unqualified certificate. But. 


except for these suggestions which grow 
out of the statutory duty of the auditor. 
the author believes the auditor should 


| make no efforts to appraise the overall 
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eficiency of a company. He points out 
that “it [is] vital to maintain as a 


separate and distinct function the work | 
of the public accountant in his capacity | 


as auditor from work which is either 


yoluntary on his part or requested of | 
necessitated | 


him in extension of that 


by the audit.” 


Mr. Harris is not opposed to the ac- | 


countant’s rendering management serv- 
ices. but insists that such activities 
should be entirely distinct from audit 


work. 


How to Improve Your Writing Skill 


Specific suggestions on how you can 
improve your skill in technical writing 
are made by A. C, Littleton in “Do-It- 
Yourself Writing” (Illinois Certified 
Public Accountant, Summer, 1957). To 
overcome the oft-lamented “deficiency” 
in accountants’ written communications, 
you should secure a few simple tools 
and use them in accordance with a 
definite program. 

The tools recommended are simple— 
asmall book on common errors in Eng- 
lish grammar, another on words often 


misspelled and mispronounced, and a | 
. . r | 
recent dictionary of synonyms. The lat- | 


ter is suggested because good writing 
is influenced by the choice of the most 
appropriate word and it is helpful to 
study the distinctions between words of 
nearly similar meaning. A strong. flex- 
ible, and precise vocabulary is more to 
be desired than one which is large or 
fancy. 

The program requires the application 
of these tools in reading and writing. 
The reading should not be casual and 
the material should be selected on the 
basis of excellence of presentation. They 
may be drawn from a few authors fa- 
mous for precise writing and from the 
current literature of accountancy. A 
few samples should be studied re- 
peatedly and analytically, not in order 
lo copy the style, but to grow in the 
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| capacity to examine sentences and para. 
| graphs critically whenever you review 
| what you have written in draft form, 


Note particularly how another’s para. 
graph makes its point and practice ask. 
ing how your paragraph makes its point, 

The most important part of a do-it. 
yourself program is practice in writing, 
Start with paragraphs. At first they 


| should be about separate small points 


of usage or theory and not paragraphs 
Practice in 
writing paragraphs, in reading them 


| analytically for structure, in rewriting 
| them in varying phraseology—these are 
| the keys to effective writing. Like other 
| skills, the art of effective communice- 


tion has to be studied and practiced 
persistently; passive wishing will not 
suffice. 


| Competitive Bidding 


Competitive bidding for professional 
engagements was prohibited by the 
North Carolina Society of CPAs as of 
July 1, 1957, as was pointed out pre- 
viously in this Department (July, 1957). 
In this connection it is interesting to 
note that such a rule has been effective 
in Texas since 1946 and the Texas 
Society of CPAs has prepared 4 leaflet 
summarizing its present status. 

The leaflet reasserts the prohibition 
and discusses the question raised by 
the fact that certain provisions of the 
state or local laws provide that services 
of accountants must be obtained by 
competitive bidding. In the two cases 
in which this question was ruled upon 
by the courts, the decisions were that 
professional services should not be se- 
cured by a governmental agency upon 
the basis of competitive bids, in spite 
of any statutory, charter, or ordinance 
provisions. One case involved the em- 
ployment of an accountant by a munic- 
ipality wherein the County refused to 
pay for the services rendered upon the 
grounds that the contract was void and 
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unenforceable because it was not en- The opinion of the researchers js 
tered into after com) titive bids. The unanimously in favor of whole-dolla 
Court said: “Contracts by municipalities accounting. All companies involved ref De 
for services requiring special skill or ported savings and increased efficiencies, probl 
technical learning are not controlled by Some examples are: Time Incorporated } jn ho 
statutes requiring the letting of such — stated that the time required for payroll J puild 
contract by competitive bids.” summarization and distribution was cut F and y 
from two clerk-weeks to two clerk-days | are n 
each month; F. & R. Lazarus Co. esti: On 
mated the elimination of at least 100,000 f allow: 

One method of increasing the pro- digits a month from processing and re. } have 
ductivity of the accounting department processing in the Sales Audit Depart} Barm 
is by the use of whole-dollar account- ment; a medium-sized food manufactur: f horn 
ing—the recording of accounting entries ing company stated that reports were in} more. 
without the decimal point and pennies the hands of management and _ super-| to ev 
wherever possible and at the earliest yjcsors in a significantly shorter time. js ve 
practicable moment in the accounting The report points out duet the molt care. + a 
sequence. A book entitled Whole-Dollar ful investigation “has failed to produce } the bl 
Accounting has recently been published — any experience of basic weaknesses orf We 
by the Controllership Foundation, Inc. disadvantages inherent in the whole. and s: 


Whole-Dollar Accounting 


and presents a comprehensive picture dollar accounting idea.” pee 
of the problem. The two usual objections to whole- being 


The first chapter in this book is a 42- dollar accounting—that it will result inf jt boil 
page analysis of the entire problem. It Joss of control and will encourage} in ch 
is followed by detailed reports of 13 carelessness and inaccuracies—never ac-} her—] 
carefully selected companies using whole-  tyally arose. As the plan works out} mon, 
dollar accounting and four appendices complete control is still maintained and} comet] 
supplying materials which are directly proper introduction of the system ust-f 4 carc 
pertinent to the subject. ally results in improved employee morale, F but it 

A summary of a controlled test con-f yery o 
ducted by one of the Companies exam 4 line. 
ined may be of interest. A ‘roup off too br 
clerks were timed in posting and prov: } face— 
ing totals with exact pennies and with } sevens. 
rounded-off numbers. The rounding | out of 








formula used was: ence. 

Amounts of 51 cents and over—] But 
| rounded upward. mick f 
branch won plazo | Amounts of 49 cents and under— } fortune 
25-15 Que fic Account _ rounded downward. of six, 
y a certified Public Amounts of 50 cents—rounded to the } can be 
nearest even dollar. a mark 


The results show a saving of 60 per By | 
cent spent in time posting, and 43 per J along 
cent in checking totals, with a combined J black p 
A p Pp R A | S A L S saving in time of 50 per cent. In these | What a 

NATIONAL ORGANIZATION OF days of increasing cos ssures, pal: 
mneeans, eamannuameen lays f increasing cost pressures, } 
ticularly office costs, possibilities of cost 


STANDARD APPRAISAL COMPANY reduction are worthy of serious consid 


SOBTUN 8 CHURCH STREET Ora eration and this report should therefore 
PHILADELPHIA NEW YORK, N. Y. gy Touts P 














| be reviewed with special interest. 
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An Adirondack View 


Decision Making has always been a 


problem in business management. Also | 


in home management, wooing a woman, 
building a bridge, auditing an account— 
and you can easily add to the list. There 
are many methods in current use. 

One is snapping up a coin. But this 
allows only two possible answers—coins 
have little chance of standing on edge. 
Barnum was wrong about a fool being 
horn every minute—-there are two or 
more. The idea that there are two sides 
to every question is also in error, and 
is very deceptive—there are at least 
three, and often more—as illustrated by 
the blind men and the elephant. 

We who audit have to decide on tests 
and samples. Recently, much has been 
written and said about statistical science 
being used in these decisions. Part of 
it boils down to using absolute chance 
in choosing a digit or a decimal num- 
ber—binary numbers are not too com- 
mon, So. the problem is, to find 
something with ten equal possibilities. 
A card with a spinning hand would do, 
but it is unhandy to carry, its use is 
very obvious, and it can easily stop on 


yet. 


aline. A roulette wheel is too big. or 


too breakable if enclosed with a glass 


faee—and it has more twos than it has | 

I think, but am probably getting | 

out of my (and your) field of experi- 
| 


sevens 


ence. 

But we have the answer—a new gim- | 
mick for some entrepreneur to make a 
fortune on—dice with ten sides instead 
of six, numbered 0 thru 9. One or two 
can be easily carried in your pocket 
amark of distinction. 

By 1999 we will all be carrying them. 
along with our red. blue, green, and 
black pencils—and three ball-point pens. 
What a good Christmas present! 


LEonARD Houcuton, CPA | 
Saranac Lake Branch of | 
the “Adirondack Chapter” | 
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Letters to the Editor 


Opportunities for Women Accountants 


In the auditing agency to which I 
am attached (N. Y. State Department 
of Audit and Control), we have an 
annual recruitment program. There 
are, however, very few qualified women 
among the new appointees. I am won- 
dering if you or your readers could en- 
lighten me as to why this situation 
exists in a field where women possess 
so many of the qualifications which 
would equip them for a successful and 
satisfying career. 


This is what actually happens each 
year: 

About this time each year the govern- 
ment agencies have an influx of new. 
untried Junior Accountants. Most of 
these career people are recruited from 
the various colleges offering courses in 
business administration, with an ac- 
counting or economics major. The re- 
cruitment takes place in the form of a 
series of professional examinations 
given to the students who are in their 
senior year. The successful candidates 
of these examinations are interviewed, 
usually before graduation time, and 
have the jobs awaiting them after gradu- 
ation. A small portion of the entrants, 
however, consist of graduates of former 
years who, having had their initial ex- 
perience with firms of public account- 
ants or with industrial firms, want to 
try their hands at governmental ac- 
counting. 


It is my pleasant duty to welcome 
these recruits to their first assignment 
in government service in the branch to 
which I am attached. Each year I look 
for women accountants among these 


804 


recruits, and each year I am disap. 
pointed. Why it is that they are not 
attracted to this well-paid, interesting 
service is beyond me. The reasons 
may be that having had their account. 
ing courses from instructors who some. 
times are engaged in the public «. 
counting field, or associated with large 
industrial firms, but almost never jn 
government service, they believe that 
experience can be accumulated only in 
public accounting or in industry. This, 
however, is not true. I have been as. 
sociated with one of the largest audit- 
ing agencies in the world, governmental 
in nature, and have found the associa 
tion more interesting, more challenging. 
and more satisfactory with every pass- 
ing year. 


In our work, a Junior Accountant 
assigned to a particular examination 
might well see the accounting for and 
auditing of a food administration 
agency, a retail gift shop, or a book 
store. In addition, that junior might be 
called upon to verify the inventory of 
and the transactions taking place in a 
central storehouse, the size of which 
could be comparable to a good-size 
super market. Further, our junior 
might be required to verify the trans 
actions of a cash fund for specified per- 
sons, the scope of which would approxi- 
mate the transactions of a small bank. 
On rare occasions our junior would be 
required to account for the tolls re 
ceived from a bridge or a toll road. He 
might be concerned with the verifica- 
tions of revenues from a revenue-pro- 
ducing contract which called for a per 
centage of the gross revenue of the 
facility. Then again, he might be con- 
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your clients the benefits of push-button 
techniques. 
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You appreciate the 
advantages of lease vs. 
ownership of personal cars 


... When Recommending Leasing 
Remember 


Execulive 


Specializing in Long Term Leasing 
of Cadillacs and Known for our 
Personalized, Dependable Service 
If You Require Any Specific Details 
Contact Mr. S. Hayes, 
Professional Services Division 


EQUIPMENT CORPORATION 


Extending a quality leasing program 
to the discriminating executive 
450 Broadway, Brooklyn 11, N.Y. 
Phone: EVergreen 7-2471 





















































American Appraisals 
reduce uncertainties 
about depreciation 


American Appraisal analyses of 
property and “remaining life” studies 
reduce variance factors in measuring 
depreciation, and provide a depend- 
able basis for determining costs, pro- 
fits and taxes. 


The 
AMERICAN 


APPRAISAL 


Company 


leader in property valuation 
HOME OFFICE: MILWAUKEE 1, WIS. 
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cerned with verifying claims for «rants. 
in-aid for hundreds of thousaids oj 
dollars to certain localities for certain 
programs by a sponsoring agency. 


If our junior were attached to a tay 
collection agency, he might be auditing 
a corporate or a personal income tay 
return with the agency point of view 
in mind rather than the taxpayer's 
Further, the tax return may have been 
prepared by one of his associates of 
college days. Then, too, if attached to 
still another auditing branch he might 
be examining the accounting records of 
municipalities or school districts. He 
would “go to college”, be “admitted to 
hospitals”, and, heaven forbid, be “con. 


| signed to correctional institutions”. |s 
| not all this very interesting? 


In the course of carrying out his 


| assignments, he would visit many cities, 
| and in some instances some of the most 


beautiful rural sections of this country, 
He would travel in heat and in cold, but 
there would never be a dull moment. 


In accomplishing all of this travel, 
our junior would very often come in 
contact with key personnel of industry 
or of public accounting firms. These 
officials often are on the lookout for 
accountants whose experience covers the 
governmental branch of accounting. In 


| my experience I have seen promising 


juniors leave the field of governmental 


| accounting to take more lucrative posi- 
| tions in industry, but I also have seen 
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their brother accountants compete in 
and pass promotional examinations that 
placed them in the grade of senior audi- 
tors in a very short space of time. 


The only accounting problems with 
which our junior might seldom come in 
contact would be the balance sheet and 
the accompanying statements of opera 
tions. An analysis of surplus, too, is 
seldom found in governmental account 
ing, since most of the agencies do not 
maintain a general ledger. 
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W2 FORMS 
FOR 1957 


3» Sets to a strip, snap out. 
All interleaved with carbon. 








N.Y. 5 Part 
Plain 
4 Part | with 

Quantity Plain I.B.M. Card 
100 $2.15 $2.90 
200 3.75 5.50 
300 5.21 | 7.80 
400 6.58 9.92 
500 7.98 11:31 
600 9.36 13.90 
700 10.66 16.03 
800 11.68 17.92 
900 12.80 19.71 
1,000 13.63 21.30 

1,500 13.05/M 20.75/M 

2,000 12.20/M 20.30/M 

3,000 11.83/M 19.50/M 








IMPRINTING: $2.65 per lot up to 1,000 
SAMPLES ON REQUEST 


Write for Prices on W2 Envelopes 


We have the most complete 
assortment of tax helps to 
be found anywhere! 


e SCHEDULES 
Plain Translucent 
2 or 3 Part Carbonized, snap-away 


¢ SNAP-OUT FEDERAL FORMS 
® TRANSLUCENT FEDERAL FORMS 


@ ENVELOPES FOR SUBMISSION OF 
TAX RETURNS FOR YOUR CLIENTS 


© TAX FILING INSTRUCTION SHEETS 
© INCOME TAX WORK ORGANIZERS 


® ORANGE CARBONS FOR TRANSLU- 
CENT WORK 


These Are But A Few Of The Thousands 
of Time and Money Saving Items to be 


Found in Our New, Illustrated 100-Page 


1958 Catalog Ready to be Mailed to 
You — NOW! 

Write Today for Your FREE COPY! 
ACCOUNTANTS’ SUPPLY HOUSE : 
1 305 Canal St., N.Y. 13, N.Y. NY12 
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The broad and almost limitless hor. 
zons of governmental accounting haye 
not apparently appealed to the git, 
graduates of business administration 
courses of our colleges, or to their sig. 
ters who have acquired their original 
experience in industry or public ag. 
counting. Something should be done 
about this lack of interest. I believe jt 
should be brought to the attention of 
auditors of feminine persuasion that 
governmental accounting is an interest. 
ing, challenging field. 


HELEN J. Jorpay 
Albany, New York 


Eprror’s Note: Miss Jordan is Associate State 
Accounts Auditor with the Department of 
Audit and Control, State of New York. 


An Argument for the 
Natural Business Year 


A recent release of the American 
Heart Association contains the headline 
caption, “Tax Deadlines Seen as Stress 
on Accountants’ Heart and Blood Ves. 
sels.” The following is a quotation from 
the release: 

“Your tax return may be even harder on 
your accountant than on you. At least it 
may be harder on his heart. . . . As Drs. 
Rosenman and Friedman described _ their 
study, blood cholesterol levels and blood clot- 
ting time were determined in each accountant 
subject every two months from January to 
June 1957. During this period, severe work 
stress imposed by the three tax deadlines (Jan. 
1-15, March 1-15, April 1-15) alternated with 
marked lulls in activity. In 83 percent of 
the entire group, highest blood cholesterd 
levels were found at the times of greatest 
work stress; conversely, in three out of four 
subjects, lowest cholesterol was found at the 
time of least stress.” 


The readers of The New York Certi- 
fied Public Accountant may wish to 
uulize this information in a variety of 
ways: to increase the sympathy of 
clients; as an argument for the natural 
business year; or to justify a Florida 
vacation during the period January | 


April 15. 


Apranam J. Britorr, CPA 
New York, N. Y. 
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Quick and Easy Assembly of 


TAX RETURNS 


with APPROVED Tesa Tapes 


~ 
S APPROVED The Tesa Edgebinder 
and Edgebinding tapes are approved 
by the State of New York for as~- 
sembling of Ozalid, or simliar prints, 


ORDAN 
York 


te State 
vent of 
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Why you 
should use Tesa 
fdgebinding Tapes to 
_ [assemble copy prints of 
rican H Federal and State tax returns: 


-adline 


Stress ] TESA Edgebinding Tapes are specifically designed for 
1 Ves. tne accountant’s requirements — unaffected by summer 
+ Yes @ temperatures and humidity which cause many other brands 
1 from ff to deteriorate . . . become brittle and unstuck or messy and 
sticky along the edges. 
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1 IESABORDE Tapes retain their soft. flexible quality year 
der on H after year, An“exclusive’’ manufacturing process guarantees 
least it ff that adhesives will not ooze beyond the sides of the tape and 


‘ ~ wrinkle your originals and copies. 
their 
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Ss (Jan. Colors available: Yellow, Red, Blue, Green, Brown, Black 
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HBC - a strong Paper Tape reinforced with ‘‘exclusive”’ 
aii tearproof Perlon thread (preferred by most 
" TESABORDE #5077 ¢ accountants). 
eye *14" x 2714 Yds—WHITE— Box of 10 Rolls — $5.50 f 
of four 1,” x 2714 Yds— COLOR — Box of 10 Rolls— $6.50 
at the Colors available: White, Blue, Red, Yellow, Green 
Rolls on 2” core for use with 077 Edgebinder 
__., | 144077 EDGEBINDER offers the quickest and simplest means to bind f 
Certi- your returns and financial reports. Just clamp it to a table or desk and #5077 with 
sh to fj You're ready to operate. Requires no special skill — no adjustments — and pal te 
ety of BO foolproof.’ Use it to edgebind your file folders, drawings, OZALID reinforcement 
a originals, statements, etc. Tesa Edgebinder $18.95 
atural (satisfaction guaranteed or return n/c — indicate color desired) Ship & Bill: 
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iry I- 0) Boxes of =5070 ciear 
a Company _ ae Color. ¥ R BI G Br. Bk. 














OD Boxes of =5077 wnite 
Color: Bl RYG 


CPA ‘ 
NY UNITED MINERAL & CHEMICAL CORP. 
“a Pomnmudson Streamer « New York 13. ON 2y 





Address _ 








When writing to advertiser kindly mention The New York Certified Public Accountant 


ember 809 





Classified Section 


minimum $3.0) 


aon Wanted” 10¢ a word, minimum 


Box number, when used, is two 


os number, The New York Certified Public Accountant, 677 Fifth 


RATES: “Help Wanted” 20¢ a word, minimum $5.00. 
$2.00. “Business Opportunities” 15¢ a word, 

words. Closing date, 10th of month preceding date of issue. 
ADDRESS FOR aS ge a 

Avenue, New York 22, N 


HELP WANTED 


Part-time, per diem, tax period, approxi- 
mately eight days month, closing and tax 
work, real estate experience helpful, state 
experience, availability, compensation. Box 
1307. 


BUSINESS OPPORTUNITIES 


Mail and Telephone Service, desk pro- 
vided for interviewing, $6.50 per month, di- 
rectory listing. Modern Business Service, 505 
Fifth Avenue (42nd Street). 


Justin Jacobs, Peter P. McDermott & Co., 
investment information, portfolio analysis, no 
charge for these professional services. DIgby 
4-7140, 42 Broadway, New York 4, New York. 


Statistical Typing, IBM typography, offset 
printing. Gitsham’s, 480 Lexington Avenue, 
N. Y. 17, PLaza 5-6432. 


CPAs, N. Y., N._J., Conn., 
established over 20 years, heavy 
agement (IE, MBA), substantial 
practice, accounts. Box 1287. 


W. Va., AICPA, 
taxes, man- 
cash, seek 


Practice Wanted, substantial terms, know- 
how offered overburdened or retiring practi- 
tioner, CPA, N. Y., N. J., AICPA, IE, MBA. 
Box 1288. 


Attorney-CPA, over 40, exceptional back- 
eround, seeks association with CPA, or CPA- 
attorney wherein professional backgrounds, 
ability and experience of writer can be fully 
utilized, will purchase interest. Box 1289. 


CPA, AICPA, former partner small national 
firm with top level experience desires pur- 
chase of accounts or practice, New York area, 
prefer practice of about $50,000 gross, have 
profitable practice of about $40,000 and ade- 
quate cash capital, greatest tact and diplo- 
macy, replies will be held in strict confidence. 
Box 1290. 


Office for Rent, Lindenhurst, L. I., rare op- 


portunity for CPA, beautiful offices in shop- 
ping center, 800 car parking. Call Karp, 
TUrner 8-1683. 

CPA, N. Y., N. J., established practitioner, 
lecturer at leading university, desires to ac- 
quire interest in practice of overburdened 
practitioner. Box 1291. 

810 
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BUSINESS OPPORTUNITIES 


CPA, N. Y., N. J., established practitioner 
desires consulting assignments in connection 
with the preparation of government cost sub. 
missions. Box 1292. 


CPA, N. Y., will purchase practice, accounts, 
partnership interest from retiring or overbur- 
dened practitioner, N. Y. C. area, substantial 
cash available. Box 1294. 


Cleveland CPA, AICPA, will service your 
assignments in greater Cleveland area, Daily 
or job basis. Box 1295. 


Wanted, accountant to share office space with 


optometrist in growing Long Island com. 
munity. Box 1296. 
For Sale, bruning copyflex, model 100, good 


WH 4-1898. 


Accounting Practice or individual auditing 
accounts wanted by Society member, greater 
New York area, reasonable price, terms 
offered. Box 1304. 


Desire purchase, CPAs, 2, early 30’s, exten- 
sive accounting and tax experience, seek prac- 
tice of established practitioner or accountant 
contemplating retirement, members of N. Y. 
State Society, substantial capital available. 
Box 1305. 


CPA Firm, N. Y. C., having gross fees in ex- 
cess of $200,000 seeks practitioner for merger 
purposes, having substantial quality practice 
in predictable fees, interested primarily in 
spreading top level responsibilities and _per- 
petuation of firm, replies in strict confidence. 
Box 1306. 


34th Street, light private furnished office in 
serviced suite with telephone answering, $75 
monthly, building open 24 hours. WlIsconsin 
7-2465. 


condition, reasonable. 


SITUATIONS WANTED 


Immediately Available, accountants, office 
managers, bookkeepers. Bookkeepers & Ac- 
countants. Division, Maxwell Employment 
Agency, 130 West 42nd Street, N. Y. C., tele- 
phone LOngacre 4-1740. 


CPA, age 32, 7 years diversified large and 
small firm experience, seeking per diem work. 


Box 1282 or WO 4-4368. 


December 
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SITUATIONS WANTED 
CPA, age 33, 14 years diversified public ac- 


counting and tax experience, seeks super- 
yisory position with potential growth. Box 


1283. 


CPA, 20 years diversified public accounting 
experience will service accountant’s clients up- 
state New York, daily or job basis. Box 1284. 


Assistant Comptroller, CPA, law degree, 
presently employed, seeks better opportunity, 
over 25 years diversified experience, public and 
private, office management, financial  state- 
ments, internal controls, credits and collec- 
tions, taxes. Box 1285. 


CPA, Society member, desires responsible 
position in accounting management with pri- 
vate company, 15 years general accounting 
practice and government contract experience. 
Box 1286. 


CPA, Society member, 20 years heavy audit, 
tax, supervisory experience, available per diem, 
part-time or engagement basis. Box 1297. 


CPA, over 15 years diversified experience, 
heavy taxes and real estate, available per 
diem or job basis to 10 days monthly, 15 
days tax season. Box 1298. 





When you think of 


Finauciug- 


Machinery Loans 
Orders Financed 


Accounts Financed 
Inventory Advances 


Get in Touch With 


uajestic2 bop 


175 Fifth Avenue at 23rd Street 
Flatiron Building New York 
ORegon 4-1200 





Recommended by Accountants, Banks, 
Attorneys and Clients 
Officers and Executives 


Epwarp W. GinspurG 
Seymour I. Lesow1tz 


Jutius N. MesHBerc 
Spney W. DorMAN 


Send for our new booklet #5 “FINANCING 
for Peace of Mind, Progress and Prosperity.” 


Members 
and Neu 


f Assoc. Commercial Finance Companies, Inc. 
York Credit and Financial Management Assoc. 
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CPA, 15 years diversified public accounting 
and tax experience, available per diem, two 
days per week. Clrcle 6-1939. 


CPA, attorney, modest practice, experienced 
audits and income, gift, estate taxes, available 
per diem or part-time. Box 1299. 


CPA, age 35, Society member, 11 years ex- 
perience audits and taxes, available for per 
diem work N. Y. C. area. Box 1300. 


CPA, tax specialist, Utah, desires to relocate 
in eastern state, CPA, industrial or commer- 
cial firm. Box 1301. 


Accounting Beginner, part-time job wanted 
by fully experienced foreign trade man with 
firm where international trade knowledge or 
languages could be of use. Box 1302. 


Tax Accountant, CPA, thorough knowledge 
and experience in all phases of taxes, desires 
connection with firm having a heavy tax prac- 
tice, New York City. Box 1303. 


CPA, attorney, 38 years, 8 years public, 2 
years controller, seeks position leading to ac- 
quisition of practice or partnership interest, 
presently earning $10,000 year. Box 1308. 
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SEASON’S GREETINGS 
| aA = a hy) ae | 








from all the members of the Meadow Brook family 

The 1100 people who are the Meadow Brook National Bank of Nassau 
County extend best wishes for the holiday season. We look forward 
to the continuing opportunity to serve you and your clients. Perhaps 
you will find that Christmas expenses in business will require additional 
funds. If so, why not inquire about our Accounts Receivable program, 
which requires no notification and obligates the client to no fixed 
maturities or tenure. 


WRITE OR PHONE MR. HENRY DENGEL 
WEST HEMPSTEAD, N. Y. IVanhoe 1-9000 


the 


metioncalh hank 
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Regulatory Legislation 


Our Society is about to embark upon a vigorous program 
sponsoring legislation regulating the entire profession of account- 
ing. This is not a radical move. New York State, which passed 
the first C.P.A. law sixty years ago, and whose present legislation 
ranks among the most progressive in its educational requirements 
and ethical standards, has fallen behind so far as regulation is 
involved. Of the fifty-three jurisdictions which have C.P.A. laws, 
twenty-eight have regulatory laws. New York is one of the twenty- 
five with so-called “permissive” laws which do no more than limit 
the use of the title C.P.A., but are otherwise completely unre- 
strictive. In this state a C.P.A. who has breached the Rules of 
Professional Conduct promulgated by the Council on Accountancy 
is subject to discipline, but a non-C.P.A. is free to violate these 
rules without penalty. 


There is a strong trend toward regulatory legislation. At its 
meeting in September, 1956, the Council of the American Institute 
of Certified Public Accountants abandoned its neutral position in 
favor of regulatory legislation and issued a form bill many 
of the provisions of which appear in the bill which we shall 
sponsor. Last fall our own members voted 88% to 12% in favor 
of such legislation, and non-member C.P.A.s of this state who 
were also polled voted in favor 80% to 20%. 


In enlisting the support of every member of the Society and, 
in fact, every New York C.P.A., I wish to establish three essential 
points upon which our program rests: 


1. The growth of any profession depends in large measure 
upon high ethical standards for all. Implicit in this statement is 
the need for regulation. 


2. The proponents of regulatory legislation look forward to 
the time when there will be only one type of accountant serving the 
public—the Certified Public Accountant. 


3. The enactment of such legislation does not mean the end of 
our efforts. We shall have to exercise great vigilance as have the 
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other states with regulatory legislation in resisting efforts of 
pressure groups to reopen the closed class of public accountanis 
or to become C.P.A.s by waiver. 


The Society’s last attempt to secure such legislation in 195] 
failed, | have been told, because of lack of “grass roots” suppori. 
Let us not make the same mistake again. Your officers have 
already taken long strides. We have secured the consent of 
Assemblyman Malcolm Wilson, who was instrumental in securing 
the repeal of the Oliver Bill and the passage of the Wilson- 
Brydges Act of 1952, and of Senator Wheeler Milmoe, another 
good friend of our Society, to sponsor our bill in the next Legis- 
lature. We have made clear our aims to the Board of Regents 
and members of the State Education Department. We have con- 
sulted with representatives of The Empire State Association of 
Public Accountants and the Accountants Association of New York, 
Inc. and have secured their support. We have progressed on 
many fronts. But, we shall need the help of every member as well. 


There is being mailed to each member a questionnaire inquiring 
as to which State and federal legislators he is acquainted with 
and how well. It is essential that we establish in our office an 
up-to-date roster of members upon whom we may call not only 
in connection with our regulatory legislation program but in the 
event of our support of other State or federal legislation. Please 
return the questionnaire at once and let us know just how well you 
know your legislators. 


We shall call upon specific members to communicate with 
legislators they know to enlist the support of the latter when our 
bill is before them. As our program gathers momentum we shall 
call upon all members to communicate with their legislators so 
that the strength of our numbers may be felt. We shall ask 
members to have their clients who are sympathetic with our 
objective also communicate with the Legislature. And we shall 
ask chapter officers to solicit the support of other professional 
groups in the chapter areas. 


In the belief that what we seek is in the interests of both the 
public and the profession, we shall leave no stone unturned to 
gain that objective. However. we cannot be sure of success without 
the combined efforts of all. We earnestly solicit the fullest 


cooperation of the entire membership. 
| 


LEONARD PRICE, 


President 
814 December 
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By Frank P. Smita 


Education for the CPA 





The author of this article, a member of the Commission on 
Standards of Education and Experience for CPAs, played an 
important role in the preparation of the Commission’s report 
in draft form. This article presents the background of analysis 
and deliberation leading to the Commission’s_ conclusions. 


Education for the CPA is a vital sub- 
ject which deserves serious considera- 
tion by practitioners and educators. At 
the same time it is important to under- 
stand fully that this is a subject on 
which there is not one and only one 
answer. People who talk on this sub- 
ject are likely to make statements which 
sound as if they were citing universal 
laws of motion. There is nothing of this 
sort involved. 

Accounting is an art which has 
proven its usefulness in business and in 
government. During the past fifty years, 
public accounting has gradually devel- 
oped into what most of us consider. a 
profession. There are some doubters on 
this last point, particularly when one 





Frank P. SmitH, Professor of Business 
Administration and Director of the 
Bureau of Business Research, University 
of Michigan, is Editor of the Account- 
ING REvIEW and a past president of the 
American Accounting Association. 

This article has been adapted by Dr. 
Smith from a paper presented by him 
in May 1957 at the Nineteenth Annual 
Institute on Accounting, Ohio State 
University. 
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considers that, in certain jurisdictions, 
a person who is 21 years of age, of good 
moral character, with twenty-five dollars 
in hand, a high school education and no 
experience can become a CPA in good 
standing and eligible to practice upon 
passing the CPA examination. How- 
ever, I will return to this point later. 
My intention at the moment is to em- 
phasize that the subject of desirable 
types of requirements for certification 
of CPAs, whether it be experience or 
education or both, is not a matter of 
fact—it is a matter of opinion. Fur- 
ther, I want to stress the point that 
each person’s opinion is almost inevita- 
bly influenced by his own background 
and, in addition, I would like to add a 
word of warning. All of us are apt to 
credit an area about which we are 
relatively uninformed with greater im- 
portance than the area actually merits. 
Those who qualified through experi- 
ence are likely to have a lingering fond- 
ness for the route they followed but at 
the same time they may be willing to 
attribute more merit to college training 
than it deserves. Others like myself who 
have stayed in the academic paths are 
likely to credit to experience more than 
it deserves. The tendency to over-em- 
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phasize the importance of the other 
fellow’s field is constantly with us and 
we can only be as deliberately con- 
scious as possible of this potential bias. 
We can cite case studies, we can gen- 
eralize from known instances, and we 
can quote statistics to our heart’s con- 
tent—the subject still remains one of 
opinion, not of fact. 


Differing CPA Requirements 

The meaning of a CPA certificate is 
a case in point. This is one of the most 
complicating features of CPA require- 
ments. What a CPA certificate means 
depends first upon the requirements of 
the particular jurisdiction. There are 
53 jurisdictions and they have differing 
requirements. In some jurisdictions, a 
CPA certificate indicates that an indi- 
vidual has had public accounting experi- 
ence and has passed the CPA examina- 
tion. In some jurisdictions the indi- 
vidual has had industrial experience 
and has passed the CPA examination. 
In certain jurisdictions the individual 
has had governmental accounting ex- 
perience and has passed the CPA ex- 
amination. In other jurisdictions the 
individual has had teaching experience 
and has passed the CPA examination. 
In some jurisdictions the individual has 
had specified education beyond high 
school, no experience, and has passed 
the CPA examination. In some juris- 
dictions the individual has had a high 
school education, no experience, and has 
passed the CPA examination. 

Individuals receiving the CPA cer- 
tificate may have had prior experience 
in public accounting, industrial account- 
ing, governmental accounting, teaching 
of accounting, or they may have had no 
accounting experience. They may have 
had no formal education but may be 
said to have acquired the equivalent 
of high school training through a spec- 
ified minimum number of years in un- 
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specified types of business activity ; they 
may have had formal high school train. 
ing; they may have completed specified 
hours of college study or a specified 
program of college study; they may 
have completed specified college courses 
as part of a specified college program; 
or they may have completed approved 
postgraduate academic programs. All 
of this variety exists today and is duly 
and officially provided for by account. 
ancy laws and regulations. If you think 
only of your own CPA jurisdiction you 
may be able to state with assurance 
what a CPA certificate means. If you 
think of the exceptions made by your 
own Board you may begin to have 
doubts. If you think of the require. 
ments of the jurisdictions adjoining 
your own, you may have serious qualms, 
If you consider all 53 jurisdictions, you 
are likely to wonder if there is any 
agreement on the matter. 


The Problem of Experience 

We found when we were preparing 
the Report of the Commission on Stand- 
ards of Education and Experience for 
CPAs* that we had difficulty in sepa- 
rating any consideration of education 
from requirements of experience. The 
many CPA jurisdictions have mixed up 
the problem almost beyond repair. Some 
jurisdictions have emphasized both edu- 
cation and experience; some have em- 
phasized only experience; some have 
emphasized one or the other at the dis- 
cretion of the individual. Education at 
the college level can be substituted for 
experience in many jurisdictions; ex- 
perience can be substituted for educa- 
tion at the high school level in other 
jurisdictions. All of these combinations 
would hardly make sense. However, the 
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most illogical requirement may make 
sense if it is adopted of necessity of the 
moment in order to progress toward a 
logical and realistic set of standards 
for the future. 


The Commission attempted to analyze 
the training needed by a CPA in this 
second half of the twentieth century and 
after that we attempted to determine 
whether type A or type B could be best 
accomplished in educational institutions 
or through on-the-job experience. This 
is one of the most important questions 
in the complex of questions regarding 
the desirable requirements which a CPA 
should satisfy. We did not want to 
recommend more college training, which 
costs time and money, if comparable 
training could be provided otherwise. 
Likewise, we did not want to leave to 
experience certain types of training 
which could be obtained more effec- 
tively (considering time, cost, and uni- 
formity of quality) through education. 

We attempted as best we could to 
analyze the types of activities performed 
by CPAs. To begin with not all CPAs 
are in public accounting. Some mem- 
bers of our Commission considered this 
point as irrelevant to our principal pur- 
pose. I do not. If individuals are being 
recruited for controllership, for top gov- 
emmental jobs or for teaching assign- 
ments, with the CPA certificate as one 
of the principal requirements, I believe 
that these individuals need to be con- 
sidered in reaching an opinion about 
desirable standards of education. In 
addition such individuals may have been 
in public accounting and they may re- 
turn to public accounting. The particu- 
lar means of employment at a particu- 
lar point of time should not rule them 
out of consideration. 


We then considered the type of work 
the public accountant is doing in pub- 
lic accounting. He may be doing write- 
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up work, installing systems, preparing 
tax returns, performing management 
services, or performing an audit. CPAs 
do many types of work some of which 
are heavily endowed with public inter- 
est and others which at best have little 
relevance to public interest. The CPA in 
public accounting is like the CPA in 
private accounting in one respect—the 
means of earning a livelihood at a mo- 
ment of time is not important. What is 
important is that he has qualified for a 
certificate and as long as he keeps him- 
self in good standing in the jurisdiction 
in which he is certified, he is a member 
of the profession of public accounting. 
The Commission, at least a majority of 
the members, felt that the fact that an 
individual had met the requirements 
established by a jurisdiction and had 
been granted a certificate was more im- 
portant than the means by which he is 
presently earning a living. 


Types of Accounting Practice 


Another point to be considered is this: 
what kind of practice are we assuming 
that the graduate of our educational sys- 
tem will enter? There are great differ- 
ences among public accounting firms in 
size, specialization, difficulty of engage- 
ments, types of training, and other fac- 
tors. We might argue that a young 
man or woman training for public ac- 
counting in an agricultural state would 
have little need for an extensive knowl- 
edge of consolidated statements, whereas 
another person planning to enter public 
accounting in an industrial area might 
have little need for a knowledge of tax 
provisions affecting farmers. These argu- 
ments were considered and discarded. 
We have no assurance that the indi- 
vidual will remain in the type of prac- 
tice he first enters or that the public 
accounting pattern of the area will re- 
main unchanged. Our educational pro- 
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gram should not be aimed at providing 
the individual with what he will need 
when he first enters practice. We should 
be providing the individual with an 
education which will serve as a basis 
upon which he can add experience with 
maximum effectiveness. 


Experience Not Belittled 

This brings us to the subject of ex- 
perience which J. S. Seidman and 
Richard S. Claire have dealt with so 
eloquently in their Statement of Dis- 
sent. I am not going to debate this, 
but I want to be sure that the posi- 
tion of the majority of the Commis- 
sion is understood. We did not be- 
little experience. We went to great 
pains to point out the valuable attributes 
of a public accountant which can be ob- 
tained only through experience. I am 
belaboring this point because some of 
the publicity regarding our Report sug- 
gests that we hold experience in low 
esteem. This is most emphatically not 
the case. The principal point of differ- 
ence between the dissenters to our Re- 
port and the majority of the Commis- 
sion is when experience should be 
obtained after young people entering 
public accounting have had the advan- 
tages of a type of educational prepara- 
tion which we propose should be de- 
veloped but which does not now exist. 
An argument about the performance of 
such additional preparation will be ap- 
propriate when, as, and if it is devel- 
oped; until then we are merely arguing 
about “ifs.” 


College Graduation 

The recommendations of the Commis- 
sion on Standards of Education and 
Experience for CPAs are divided into 
two parts. The first part concerns what 
we call the “transitional goal.” We 
intended this to be an interim proposi- 
tion which would differ among the 53 
jurisdictions. This was a difficult set of 
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recommendations to frame because of 
the differences which exist among the 
many CPA jurisdictions. We suggested 
three points as standards for the qual 
ification of CPAs: college graduation, 
satisfactory completion of the CPA ex. 
amination and two years of public ac. 
counting experience. 

With respect to the college graduation 
requirement, we were thinking of gradu. 
ates from a school of business ad. 
ministration with a major in account. 
ing. However, we recognized that man) 
people enter public accounting who are 
college graduates but not of schools of 
business administration. At one extreme 
we have people with training in en. 
gineering, chemistry, physics, mathe. 
matics, and the like. At the other ex. 
treme are graduates of liberal arts with 
majors in history, English, languages 
and other fields. I mention these a 
being “extremes” because the first group 
will have completed mostly technical 
academic courses while the other type 
of graduate will have completed mostly 
“oeneral” or “cultural” courses. We 
recognized that these are not compara: 
ble educational preparations but we also 
recognized that there is an important 
limit to the degree of precise detailing 
which is feasible. The Commission is 
fairly well agreed that a substantial 
proportion of college study should be 
obtained in the “general” or “cultural” 
areas but we did not want to bar the 
engineer or the college graduate with 
a major in one of the many fields of 
scientific interest. We simply recom: 
mended college graduation which should 
either (a) include an accounting major 
as a part of the program or (b) be 
supplemented by completion after grad- 
uation of an accounting major. The 
additional study necessary to add the 
equivalent of an accounting major to 
college training in some other field 
could be accomplished through full 
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time or part-time study; we took no 
position on this point. Likewise, we did 
not attempt to say what should be in- 
cluded in an accounting major. We did 
refer favorably to a report by a com- 
mittee of the American Accounting As- 
sociation and to the standards of the 
American Association of Collegiate 
Schools of Business. The creation of a 
“major” is a technical problem which 
can be accomplished more effectively by 
the individual school than by a Com- 
mission operating across the board. 


The CPA Examination 

Our second recommendation is the 
satisfactory completion of the CPA ex- 
amination. The only argument we had 
on this point was regarding the char- 
acter of the examination. We felt gen- 
erally that the scope and make-up of 
the examination was one of our 
principal points of consideration. We 
did suggest that college graduates with 
the specified accounting major be per- 
mitted to sit for the examination im- 
mediately after graduation. This is a 
mildly controversial point but not a 
matter of great moment. It is perhaps 
more important in jurisdictions such as 
Ohio which require experience before 
an individual may attempt the examina- 
tion. We were told repeatedly that the 
fact that an individual cannot attempt 
the examination until after he has had 
several years of experience results in in- 
dividuals going into other types of ac- 
tivity. This is an example of so many 
facets of the whole problem of standards 
for CPAs. There is no possible way of 
proving this point but the frequency 
with which it was voiced suggests that 
there may be something to it. Ap- 
parently it is not whether people pass 
or fail the examination—the issue is 
imply the prohibition against attempt- 
ing it before acquiring experience in 
public accounting. 


not 
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Recommendation as to Experience 


Our third recommendation calls for 
two years of experience in public ac- 
counting under the guidance of a CPA. 
We have been asked why we did not 
give arguments to justify our recom- 
mendation of two years experience with 
a CPA. We recognized in our Report 
that an individual might obtain worth- 
while and valuable experience with a 
non-certified public accountant, in in- 
dustry or in government. We stated 
that the type of experience obtained was 
of more significance than the label at- 
tached to the employer. However, the 
instances in which the non-public ac- 
countant employer provides the indi- 
vidual with experience which is equiv- 
alent to that which he would have 
obtained in public accounting is the ex- 
ception rather than the rule, and con- 
sequently we recommended experience 
with a CPA as being most typically of 
the desired variety and quality. I think 
the only reason we did not include argu- 
ments on behalf of such experience is 
that we thought the proposition was so 
obvious that it needed no justification. 


Current Educational Requirements and 

Achievement 

Our recommendation that CPA candi- 
dates be required to complete a four- 
year college program with a major in 
accounting has produced much _ less 
argument than we expected. None of 
the dissents was based on this point. 
Possibly the fact that most young people 
entering public accounting today are 
college graduates may explain why our 
recommendations have not aroused con- 
troversy. 

Only a few CPA jurisdictions have 
established college graduation as a con- 
dition to be satisfied by the potential 


CPA. New York, New Jersey, and 
Florida require college graduation; 


California. North Carolina and Tennes- 
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see require two years of college; Illinois 
requires thirty hours of college study. 
Connecticut will require college gradu- 
ation beginning in 1959. Mississippi 
requires completion of an approved 
course of study in accounting and re- 
lated subjects but not completion of 
formal classroom training. With these 
exceptions, only high school graduation 
or the “equivalent” is required. How- 
ever, it is obvious that performance is 
running far ahead of requirements. For 
example, the American Institute of Ac- 
countants provided us with an analysis 
of the first-time candidates on the ex- 
amination of May, 1953. Of the suc- 
cessful candidates, approximately 80 per 
cent were college graduates. Of the un- 
successful candidates, 62 per cent were 
college graduates. For all first-time 
candidates on this examination, 64 per 
cent were college graduates. Generally, 
we can say that a substantial and in- 
creasing proportion of CPA candidates 
today are college graduates although 
there are, of course, some variations 
among jurisdictions. The states which 
require college graduation naturally 
rank at the top with 100 per cent; 
jurisdictions which require only high 
school or the equivalent have lower per- 
centages but even for such jurisdictions 
the majority of the candidates, particu- 
larly of the successful ones, are college- 
trained. It is logical in any field to 
expect that educational performance 
would run ahead of requirements, but it 
is doubtful if any other profession has 
such a marked difference between edu- 
cational requirements and educational 
achievements. 

The Commission recognized that our 
recommendations would present indi- 
vidual jurisdictions with quite different 
problems. Those jurisdictions which 
presently require college graduation ob- 
viously have no particular difficulties 
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other than those already encountered 
such as the make-up of the curriculum 
for an accounting major and which col- 
leges to recognize. Jurisdictions which 
now require two years of college have 
already completed part of the transition 
to our recommended goal. However, 
these two groups of jurisdictions are 
distinctly in the minority. Most juris. 
dictions require only high school or the 
equivalent. For the benefit of these 
jurisdictions we suggested a number of 
steps to be taken in sequence. Initially 
we had included the suggestion that 
these steps be scheduled at intervals of 
five years, but this detail was finally 
omitted. 

The first step we suggested for the 
jurisdiction which is moving from a 
requirement of high school education is 
completion of two years of college study 
with no limitations on what is studied. 
The second suggestion is two years of 
college study and, in addition, comple- 
tion of an accounting major including 
related courses in business administra- 
tion. We added the phrase “related 
courses in business administration” 
because we felt that the individual 
should complete academic courses in 
the core areas of business administration 
including marketing, finance, manage- 
ment, and statistics, and some study of 
economics, in addition to accounting. 
This second recommendation has ap- 
parently caused confusion. For example 
I have had letters to the effect that if 
we recommend two years of college 
and completion of an accounting ma- 
jor, we are actually recommending more 
than two years of college. We intended 
to do this. We were thinking here of 
the individual who completes two years 
of college either with or without courses 
in business administration and_ then 
adds to his training by completing 
courses in business administration. The 
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dudy of business administration might 
be done on a part-time basis and could 
amount to the course and credit equiva- 
lent of two more years of academic 
study. We were more concerned in this 
recommendation with the subject areas 
covered than with the number of years 
of full-time study. 


Our final recommended step is four 
years of college either with or supple- 
mented by the equivalent of an account- 
ing major. Again I should mention that 
we were not attempting to define an ac- 
counting major. We consider this to be 
a matter to be worked out cooperatively 
by educational institutions and members 
of the public accounting profession. 


It will be noted that we have recom- 
mended strengthening educational re- 
quirements and, for some jurisdictions, 
strengthening experience requirements. 
The Commission was agreed that our 
present educational programs are in gen- 
eral not adequate to serve as a basis for 
preparing individuals for public ac- 
counting as CPAs. This point, like that 
of the weight to be accorded experience, 
is a difficult one in which to obtain ob- 
jective evidence if such can be said to 
exist. We all have our opinions which 
are conditioned heavily by our indi- 
vidual backgrounds, whether we did or 
did not attend college and, if we did, 
the particular school, which teachers we 
had, what experience we have had since, 
how we are now earning a living, what 
our wives think of our vocation and 
many other factors. 


The CPA Examination and Effectiveness 

of College Training 

Some may ask: “If college training 
is so effective why don’t college gradu- 
ates pass the CPA examination?” There 
are several answers to this. To begin 
with some of them do. It is difficult to 
appraise this point since college gradu- 
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ates without experience are not per- 
mitted to sit for the examination in 
many jurisdictions. To illustrate, in the 
May, 1953, examination which I men- 
tioned previously, college graduates 
without experience represented 18.8 per 
cent of those candidates who were suc- 
cessful on their first attempt, and 16 
per cent of all unsuccessful candidates. 
In contrast, college graduates with a 
maximum of two years of public ac- 
counting experience made up 21.4 per 
cent of the successful and 17 per cent 
of the unsuccessful candidates. 


Another set of figures are taken from 
the records of the performance of one 
school during a five-year period. The 
individuals involved all sat for the CPA 
examination without experience but all 
were members, in their senior years, of 
one particular CPA review course. Fur- 
ther, these individuals sat for the ex- 
amination in May before graduating in 
June. This was a small group and I 
suspect there may have been some 
screening before individuals were ad- 
mitted to the review course. However. 
for the record, 15 per cent passed all 
four parts, 26 per cent passed three 
parts and 7 per cent passed two parts, 
or 48 per cent passed two or more parts. 
These figures prove merely that it is 
possible for college graduates without 
experience to pass the examination. The 
passing achievement will be conditioned 
very heavily of course by the basic in- 
telligence of the individual and the 
quality of training he receives in his 
academic courses. 


I am thoroughly convinced that little 
can be proven by statistics of CPA ex- 
aminations. This is not intended as a 
derogatory comment. There are simply 
too many variables, too many loose 
ends, to permit any clear-cut, objective 
conclusions to be drawn from available 
data. 
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I believe that it is much more im- 
portant to have a clear understanding 
of what can be expected of a college 
eraduate. We all know that there are 
tremendous differences in the abilities 
of individuals. The range of abilities 
may be reduced for graduates of a given 
school, depending upon the type of ad- 
mission requirements and standards of 
instruction and grading, but important 
differences in abilities are still likely to 
From the over-all 
point, the academic standards of all 
schools must be considered. 


be present. stand- 


Accountancy Boards are inclined to 
place entirely too much weight upon the 
possession of a diploma. If all gradu- 
ates were from certain selected schools 
I would raise no objection. However, 
we must consider that there are a very 
large number of schools which offer 
administration. 
of these 


programs in business 
Graduation from = any 
schools may mean much or little de- 
pending in part upon the abilities of 
the individual and in part on the aca- 
demic standards of the school. 


one 


One of the large publishing com- 
panies made a thorough canvas of 
schools offering accounting programs in 
1955. A few of these findings will serve 
to emphasize the problems of mass-edu- 
cation with which we must deal. For 
example, 1.386 four and _ two-year 
schools were surveyed. Of this group, 
1.128 offered elementary accounting; 
281 offered one semester and 287 offered 
one year of intermediate accounting; 
360 offered a semester of advanced ac- 
counting and 173 offered one year; 465 
offered a semester of cost accounting 
and 142 offered one year; 335 offered 
a semester of auditing, 80 offered a 
year, and 26 offered auditing practice 
A total of 518 offered a 
tax, 125 offered a 


in addition. 


course in income 


semester of CPA review and 35 offered 
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a year of CPA review. These figures in 
dicate that college training in business 
administration is widely spread. and 
with the numbers of schools involved 
it simply cannot be of high caliber at all 
of these schools. It is a plain although 
unpalatable fact that a college degree 
is not, per se, any particular recom. 
mendation of an individual for public 
accounting. | am not being hypercritical 
—I am merely being realistic in terms 
of current educational practices. 


College Admission Standards 

There are three principal reasons why 
we should not expect too much from col- 
lege graduates, particularly in terms of 
passing the CPA examination. The first 
is the matter of admissions. Profes. 
sional schools at the postgraduate level 
such as law and medicine, and some un- 
dergraduate schools such as engineer- 
ing, forestry, pharmacy and _ architec. 
ture, have been able to establish realistic 
and effective entrance requirements. 
This should be done in business admin- 
istration, but unfortunately it is not the 
case in many of our schools. The effect 
of this indiscriminate admission is an 
appallingly high rate of failures in the 
early years. 

The second point concerns the in- 
tellectual quality of students who are 
admitted to schools of business admin- 
istration. There have been numerous 
studies in the past decade with findings 
which were, unfortunately, fairly com- 
parable. We also collected some data 
during the work of the Commission 
which confirmed the findings of the 
earlier studies. The general conclusion 
of these findings is that, on the average. 
students admitted to schools of business 
are not the equal, intellectually, of those 
admitted to engineering, the sciences, 
the arts, public administration, pre: 
medicine, prelaw, and numerous other 





December 














ae cs © © _|©2 © Foe @& 


aco 


ures in 
USiNess 
id. and 
nvolved 
er at all 
Ithough 
degree 
recom- 
public 
‘critical 
1 terms 


ns why 
om col- 
rms of 
he first 
Profes- 
fe level 
me un- 
oineer- 
‘chitec- 
ealistic 
‘ments, 
admin- 
rot the 
» effect 
is an 
in the 


he in- 
10 are 
idmin- 
nerous 
idings 
com: 
» data 
ission 
f the 
lusion 
erage. 
siness 
those 
ences, 
pre- 
other 


ember 





Education for the CPA 


fields. On the average—or to be more 
statistically-minded for a moment, at 
the median—business administration 
students are well down the list. I would 
like to illustrate this very briefly. A 
study in one of our eastern states of ap- 
proximately 6,500 high school graduates 
who planned to enter college, indicated 
that of those planning to concentrate in 
business administration, only 23 per 
cent were in the top quarter of their 
craduating classes. For the whole group 
of 6,500, 45 per cent were in the top 
quarter and for engineering, 56 per 
cent. In terms of I.Q. scores, 9 per 
cent of the whole group rated 130 or 
better but of those headed for business 
administration, only 3 per cent. En- 
gineering had 16 per cent. 

Another study of one entering class 
of one university on the Pacific Coast 
indicated that of those entering the 
school of business administration, ap- 
proximately 9 per cent had high school 
averages of B plus to A. For all enter- 
ing freshmen, 16 per cent had B plus to 
A averages and for engineering, 17 per 
cent. 


The Ranking of Accounting Majors 
These data should not be interpreted 
as meaning that no capable students en- 
ter our schools of business administra- 
tion—it means that the proportion of 
highly capable students who enter busi- 
ness administration is much lower than 
in many other fields. However, there is 
one bright spot in this otherwise dis- 
couraging picture. Accounting majors 
rank very high within the schools of 
business administration. This does not 
necessarily mean that they are the best 
of a bad lot—it more often means that 
a preponderance of the capable students 
ina school of business administration 
concentrate in accounting. We tested 
this by first obtaining the percentage of 
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accounting majors of graduating classes, 
compared with the percentages of ac- 
counting majors, who finished their un- 
dergraduate careers on the top of the 
heap. Different schools indicate this in 
different ways such as membership in 
honor societies or by class ranking. The 
end result was the same with remark- 
able consistency. The accounting ma- 
jors made up a far higher proportion 
of the top-ranking students than the 
percentage of accounting majors would 
indicate. In the case of my own school, 
as an illustration, the accounting con- 
centrators represented about 20 per cent 
of the graduating classes of recent years. 
However, the accounting concentrators 
represented approximately 47 per cent 
of the students ranking near the top of 
their graduating classes. This propor- 
tion, better than two to one, is fairly 
typical of the data furnished us by other 
schools. 


Some skeptic will immediately ask if 
accounting courses are easy compared 
with others. We also checked on this. 
We tested the grades which accounting 
majors made in accounting courses com- 
pared with the grades they made in 
nonaccounting courses. The accounting 
majors did better outside of the ac- 
counting courses. Their preeminence in 
honor societies and in class-rankings 
was not due to easy accounting courses. 


My remarks about business admin- 
istration programs should not be mis- 
understood. My comments regarding 
lack of admission standards and the 
quality of the student body certainly 
are not applicable to many schools. 
However, we have more than 1,000 
schools which offer some accounting and 
perhaps as many as 500 which offer 
something which might be called an ac- 
counting major. The schools of busi- 
ness administration with strong admis- 
sion and academic standards can prob- 
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ably compete with other schools in the 
university in terms of the intellectual 
ability of their student bodies. For the 
country as a whole, some of the very 
best students enter business administra- 
tion but the percentage is not high com- 
pared with science, engineering, law, 
medicine and certain other fields. 


Undergraduate Studies and Professional 

Orientation 

The third point which is important 
in appraising the performance of col- 
lege graduates is the orientation of the 
typical program in schools of business 
administration. We stressed this in our 
Report and I would like to emphasize 
it again. 

Schools of business administration are 
not established to provide professional 
training in public accounting. A few 
schools have attempted to offer such 
training but the so-called professional 
program usually means nothing more 
than a limited number of elective 
courses which are directed specifically 
towards public accounting in contrast 
to industrial or governmental account- 
ing. 

Accounting courses in schools of busi- 
ness administration, particularly the 
principles courses, should not be di- 
rected towards public accounting. A 
good course in principles is just as use- 
ful for the student who eventually en- 
ters public accounting as it is for the 
student who takes a position with an 
industrial concern or with the govern- 
ment. It is only in a very few “tech- 
nical” courses where there is any point 
in stressing public accounting, industrial 
accounting, or governmental accounting. 
As a result the graduate of a four-year 
college emerges with an accounting ma- 
jor, a modest amount of specialization, 
and little if any professional training. 
This is not a criticism of our academic 
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programs. The undergraduate program 
is no place for professional training, 
The students are undecided about their 
futures, they are immature, and they 
need background courses before they 
are ready to undertake professional 
training. 


To return to the CPA examination, 
there are critics who state that account. 
ing majors can’t be much good or those 
jurisdictions which require college train. 
ing would have better records. This is 
a plausible assumption but one which 
over-simplifies the situation. First, | 
would like to stress the point I just 
made, that accounting majors are not 
being equipped in college to pass the 
CPA examination. This does not mean 
that colleges could not equip them to 
pass the examination but it does 
mean that the students would be short- 
changed if the program were directed 
to this end. Undergraduate training 
with an accounting major should not be 
designed to train people to pass the 
CPA examination and should not at- 
tempt to turn out professionally trained 
individuals. These aims are beyond the 
capabilities of four years of undergrad- 
uate study. ‘ 

The reader may have decided by now 
that I am a confirmed skeptic about 
educational institutions. He may be 
assured that I am not, but even if | 
were, we had educators, besides myself, 
on the Commission from Oregon, Colo- 
rado, Michigan, California, Alabama, 
Ohio, Minnesota, Texas, and New York. 
We had deans, ex-deans, heads of ac- 
counting departments and professors of 
accounting. We had a very good cross- 
section on accounting education and 
there was general agreement that it is 
difficult for a student to acquire the 
training he needs in four years of un- 
dergraduate study. There were a few 
murmurs of dissent such as “I can plan 
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sich a program with our students,” but 
senerally there was agreement that an 
undergraduate program of four years is 
not sufficient to permit training in the 
many areas demanded today and also 
permit training for a profession. 

If a four-year undergraduate program 
does not provide the opportunity for 
training for public accounting, what is 
the solution? As you know we recom- 
mended additional education, but we 
did not do this in a routine manner. 
Certainly all of us in education are 
acutely aware of the cost of education. 
Those practitioners on the Commission 
even more than the educators are aware 
of the demand for new people in the 
profession and the resulting pressure to 
get students through fast. All of us 
were aware that public interest implies 
not only efficient service but sufficient 
numbers of individuals in the profession 
to furnish the services expected by the 
public. In defensive terms those of us 
in education were also very conscious 
of the fact that we might be considered 
to be gilding our lily. On this last point 
we have no worries about having an 
adequate number of students in the next 
two decades. There are now, for ex- 
ample, some 95,000 college students in 
Michigan. By 1970, the total is ex- 
pected to reach 220,000. 

I have heard the comment that na- 
turally a group of educators would 
recommend more college training. I 
have also heard the comment that any 
time a group of practitioners and edu- 
cators get together the practitioners lose 
their shirts. You see our predicament. 
lf we recommend more education, the 
reaction is “naturally.” If we point to 
the practitioner group—and a_ very 
‘tong group it is—the reaction is “sold 
lown the road again.” The poor edu- 
cator cannot win. 

The decision of the Commission, in 
which the dissenters joined, to recom- 
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mend training beyond the four-year un- 
dergradutae program has aroused little 


controversy. This has been rather sur- 
prising and may be due in part to the 
fact that attention has currently been 
directed at the set of recommendations 
which are more possible of immediate 
attainment—our transition goals. 


The Long-Range Goals 
We made five recommendations which 


we described as “long-range goals.” 
What is meant by long-range is a mat- 
ter of opinion. I have had a rather in- 
definite figure of two decades in mind 
but we never attempted to settle on any 
specific number of years. 

The recommendations we made for 
this hypothetical “long-range goal” were 
as follows: 

1. College Graduation. By this we 
mean completion of a four-year pro- 
gram with an accounting major or a 
four-year program supplemented by an 
accounting major. 

2. A Qualification Examination. This 
has apparently led to confusion. We 
were concerned with the problem with 
which some of us have struggled of 
passing upon college credentials for 
admission to postgraduate programs. | 
am sure that most of us are well aware 
that grading standards are not com- 
parable among educational institutions. 
A grade of A in one institution may be 
the equivalent of the grade of C in 
another. We were interested in provid- 
ing a device which would afford the 
school with a professional post-graduate 
program with some objective informa- 
tion which would not be dependent upon 
the variables which are inevitably as- 
sociated with individual schools. I am 
not indicating any demerits for any par- 
ticular school and in fact I have no 
particular schools in mind. I am merely 
stating that different schools grade on 
different bases and there is no adequate 
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way of comparing grades from different 
institutions. A qualifying examination 
was suggested which would be in part 
based on intelligence and in part on 
attainment in the field of business ad- 
ministration. The scores would not rep- 
resent a pass or fail proposition—they 
would indicate how an individual stands 
in relation to others taking the examina- 
tion, which could lead eventually to es- 
tablishing nation-wide norms. 

The practical problem concerning the 
qualifying examination is, who is to 
establish and administer the test. At the 
moment there is no problem involved 
since there are no professional programs 
of the type we recommend, but I hope 
that these will be developing soon. If 
they develop, we believe the qualifying 
examination will be a necessity. 


3. A Professional Academic Program. 
The Commission is convinced that our 
present academic programs do not pro- 
vide the type of training which is 
needed today for the public accounting 
profession. I have mentioned earlier 
that an undergraduate program cannot 
be expected to provide much, if any, 
training of a professional character. 
There are many reasons for this, in- 
cluding immaturity of students, inde- 
cisiveness (and lack of information and 
understanding) about careers, and, per- 
haps of most importance, the simple fact 
that an individual needs background 
upon which to build professional train- 
ing. These considerations led us to 
recommend that in the foreseeable fu- 
ture CPAs should be graduates of pro- 
fessional academic programs beyond the 
undergraduate level. 

The usual reaction to our recommen- 
dation for a professional program is 
that we are proposing a graduate pro- 
gram. I don’t want to get involved in 
some of our more complicated peda- 
gogical problems, but I would like to 
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point out that graduate and professional 
programs are pointed in different dj. 
rections and have different philosophies, 
We are proposing a professional pro. 
gram which is oriented specifically 
towards the practice of public account. 
ing as a CPA. We are assuming that 
the public accounting profession will 
permit educators to delve into its files of 
reports, working papers, tax returns, 
and other materials in order to develop 
case studies which will, with certain un. 
avoidable limitations, indicate what the 
student may encounter when he enters 
the practice of public accounting. Our 
professional program should include 
principles, philosophy, and ethics, but 
these areas should be related to public 
accounting and, perhaps most import. 
ant of all, the student group would be 
composed of individuals with a common 
vocational aim—practicing as a CPA 
in public accounting. This would be a 
marked contrast to that generally found 
at the undergraduate level where a given 
class usually includes individuals headed 
for public, private, and governmental 
accounting, and numerous non-account: 
ing vocations. 

We did not attempt to spell gut in de- 
tail what the curriculum of the profes 
sional program should include although 
we mentioned certain areas such as com: 
munications, auditing principles and 
standards, tax practice, accounting 
systems and controls, standards of 
professional conduct, administration of 
a public accounting practice, accounting 
principles and their applications, and 
business policy. We hope that individual 
schools will experiment with different 
types of programs. There is no reason 
to assume that one and only one type 
of curriculum can be effective. There 
surely can be many ways of achieving 
the academic goals we have in mind. 

4. Accreditation of Professional Pro- 
grams. This is a controversial matter 
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in the field of education but is probably 
of little interest to you. Professional 
groups have invaded academic circles 
through accrediting schemes of various 
types until educators have lost their pa- 
tience. At the moment, non-academic 
accreditation is thoroughly in disre- 
pute, due largely to aggressive tactics 
and to so-called standards which con- 
fict with administrative practice within 
individual colleges or universities. The 
Commission recognized that the accred- 
itation of the proposed professional pro- 
grams will require time, funds, and pa- 
tience, if the accrediting method is to 
be established at a level of integrity 
which is recognized alike by academic 
institutions and by accountancy boards. 
However, we believe that accreditation 
is essential if we are to avoid another 
mushrooming of low-quality programs 
such as we have already experienced in 
accounting at the undergraduate level. 


5. Internship Program. Internship 
programs exist in many colleges and 
universities and there is nothing start- 
ling or unusual in this recommendation 
of the Commission. I should merely 
like to point out that we are proposing 
internship as a part of the professional 
educational program. We are not pro- 
posing an internship as experience as 
some have inferred. We recognize that 
an understanding of some aspects of 
business practice, paper work, office 
organization, and inter-relationships of 
individuals is essential in order for the 
student of our proposed program to ob- 
tain maximum benefits from certain 
parts of his academic study. 


6. The Uniform CPA Examination. 
We propose that an individual who has 
completed the suggested professional 
program should be admitted to the CPA 
examination upon completion of the 
academic program and, if he succeeds 
in passing, that he be given his cer- 
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tificate. Here is where the majority and 
the minority of the Commission part 
company. 


Please note that for the transitional 
period the Commission proposes that 
the CPA certificate be withheld, even 
though an individual has passed the 
CPA examination, until he has fulfilled 
whatever experience requirements have 
been established by the particular juris- 
diction. We proposed two years but this 
figure is not a matter of great moment. 
The principal difference between the 
majority and the minority of the Com- 
mission concerns when the certificate 
might be awarded to an individual after 
the professional program we propose 
has been developed and is in operation. 
At that time we propose that greater re- 
liance be placed upon the educational 
process and that the certificate be 
granted to the individual who has com- 
pleted an undergraduate college pro- 
gram, including an accounting major, 
has taken the proposed qualifying ex- 
amination, has been selected for ad- 
mission to a professional program of 
study, has completed this program, in- 
cluding an internship in public account- 
ing, and has passed the CPA examina- 
tion. This individual is not an experi- 
enced public accountant, but surely he 
would be well prepared to begin his 
public accounting career, with the haz- 
ards of the CPA examination behind 
him, and without endangering the pub- 
lic welfare. He now needs to acquire 
experience—the majority of the Com- 
mission recognizes this and we went to 
great pains to emphasize this in our 
Report. We believe he should be well 
equipped to absorb with maximum ef- 
fectiveness the important attributes 
which can be acquired only through ex- 
perience. 


In final analysis the only important 
difference between the majority and the 
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minority of the Commission is one of 
faith. The minority takes the position 
that educational programs, no matter 
what the type, scope, extent, duration, 
or quality, can never bring young men 
and women to a point where they can 
be trusted with a CPA certificate. The 
majority of the Commission believes 
“the formal educational process can be 
made so effective and so purposeful in 
nature that it will constitute the prin- 
cipal method of preparation for a ca- 
reer in public accountancy as a CPA.” 
Further, the majority feels that when, 
as, and if this has been achieved that it 
should be recognized by appropriate 
changes in accountancy laws and regu- 
lations. 


Summary 


In summary, the recommendations of 
the Commission reflect two different 
points of view. The long-range goals 
place greater reliance on education than 
is presently accorded but it must be re- 
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membered that the Commission is an. 
ticipating the development of a type of 
professional academic program at the 
postgraduate level which is not now 
available. Further, the Commission an. 
ticipates the development of an exami- 
nation to assist in selecting students and 
a system of accreditation for the pro- 
posed academic program. All of this is 
to be accomplished in the future. In the 
meantime, the majority of CPA juris. 
dictions may find it desirable to recon. 
sider their accountancy acts and related 
regulations. A number of revisions have 
been proposed in recent months and it 
is hoped that there will be many more 
in the next few years. It is important 
that standards of education and experi- 
ence for CPAs be reviewed and brought 
up to date, and, above all, that such 
changes be made in a manner which 
will not bar experiments with educa- 
tional programs which are needed if 
we are to attain the Commission’s long- 
range goals. 


The Language of Accountants 


Any occupation of man that is related to an extensive theoretical and ~ 





conceptual framework tends to develop variations or modifications of the 
English language that are peculiarly its own. Both practitioners and teach- 
ers must recognize as an occupational hazard the constant temptation to 
disguise the lack of a fresh or a firm viewpoint by the use of specialized 
language that can be nicknamed “jargon.” The over-development of jargon 
is a luxury that practising accountants can ill afford as their effectiveness 
depends upon their ability to convey information to the businessman or 
“man on the street.” ... 

The accountant is engaged in a constant struggle to achieve both brevity 
and clarity in his reporting. Unless his reports are brief, they cannot be 
clear; however, they may be too brief and, hence, unclear. If the 
accountant’s reports are wordy, few people will bother to read them. Those 
who do persevere in wading through the mass of detail will lose the effect 
of any intended emphasis on salient features. On the other hand, it is 
fatal to achieve brevity at the expense either of clarity or accuracy. A 
report that is brilliantly misleading is plainly a worse offense against pro- 
fessional competence and probity than a report that is dull but harmless. 


EpirortaL, The Canadian Chartered 
Accountant, October 1957 
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Part One of a Three-Part Article 


By ArTHuR J. Dixon, C.P.A. 


There is probably no field of eco- 
nomic endeavor today in which tax con- 
siderations are given a more prominent 
role than in the stock market. This arti- 
cle will deal with the problems in this 
area, which have become increasingly 
important as investing in stocks and 
bonds has grown more widespread.’ 


Security Transactions—Three Types of 

Taxpayers 

There are three types of taxpayers 
involved in the stock and bond _busi- 
ness—the dealer, the trader, and the 
investor. A dealer is a merchant of 
securities. He has an established place 
of business at which his principal activ- 
ity is the purchase of securities and 
their resale to customers at a profit. His 
income results from the same type of 
facilities which a merchant in any buisi- 
ness provides for his customers—a mar- 
ket place and an inventory.” The deal- 
er’s profit does not depend primarily on 
increases or decreases in the value of 
the securities in which he deals. A “spe- 





ArtHur J. Dixon, C.P.A. and member 
of the New York Bar, is a member of 
our Society and of its Committee on 
Federal Taxation. Mr. Dixon is a part- 
ner of the CPA firm of Oppenheim, 
Appel, Payson & Co. He is also a mem- 
ber of the Committee on Income of 
Estates and Trusts of the Tax Section of 
the American Bar Association. 
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Tax Planning and the Stock Market 


This article deals comprehensively with tax planning for the different 
types of stock market transactions. 
on tax minimization possibilities and on unexpected tax pitfalls. 


Considerable emphasis is placed 


cialist’® on the exchange is considered 
to be a dealer in the stocks which he 
handles.* 

A trader is engaged in the business 
of buying and selling securities for a 
speculative profit.° Although he holds 
his securities primarily for sale, they 
are, nevertheless, capital assets because 
all of his sales are made through bro- 
kers, on the exchange or over-the- 
counter and are, therefore, not made to 
“customers’.6 Whether a taxpayer’s ac- 
tivities are sufficiently extensive to qual- 
ify as a business depends upon the facts 
in each case. Certainly, the trading has 
to be extensive both in dollar amounts 
and number of shares traded, and must 
require a substantial amount of the tax- 
payer’s own time and attention.? 

The third and largest category is the 
investor. These are the people who pur- 
chase stocks and bonds with a view to 
current income, to eventual apprecia- 
tion, or to both, and whose activities in 
the stock market are not sufficiently 
extensive to constitute them traders.® 
Some Basic Rules 

The basic rules governing the manner 
in which capital gains and losses are 
reflected in net income are as follows: 
Ep. Note. This article has been adapted 


by the author from a paper presented by him 
at the 1957 Tulane Tax Institute. The com- 


plete proceedings of the Institute will be pub- 
lished by the Bobbs Merrill Co. in the spring 
of 1958. 
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1. All long-term transactions are net- 
ted together to arrive at a net long-term 
capital gain or loss. Similarly, all short- 
term transactions are netted together to 
get a net short-term capital gain or 
loss.® 

2. The net 
short-term results 
excess of net short-term gain over net 
long-term loss is taxed as ordinary in- 
come. One-half of an excess net long- 
term gain over net short-term loss is 
includible in taxable income '° and is 
subject to the 50% alternative tax."! 
The maximum tax on such excess net 
long-term gain is, therefore. 25%, but, 
depending on the taxpayer’s other in- 
come, the actual tax rate may be as 
(5000 of the lowest tax 
bracket) .!2 Only $1,000 of any excess 
net capital loss (long-term or short- 
term) is deductible from ordinary in- 
come (if the ordinary income is as 
much as $1,000)'* and the balance is 
a capital loss carryover to the five suc- 
ceeding years.'* The carryover is treated 
as a short-term loss even though created 
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long-term and/or net 


are combined. An 


low as 10% 


as a result of long-term losses 

3. The timing of transactions is vital. 
A net short-term loss offsets a net long- 
term gain, thus limiting the benefit of 
the loss to a maximum of 25%. On 
the other hand, a net long-term loss 
reduces, dollar for dollar, a net short- 
term gain taxable at ordinary rates. The 
ideal situation is, therefore, to realize 
all capital losses in a year in which 
there are only short-term gains. This is, 
of course, rarely possible. In pre-year- 
end planning, however, the maximum 
practical advantage should be derived 
from the application of these rules. Fur- 
thermore, through the use of short sales 
and other methods to be described, the 
timing of transactions may be arranged 
to achieve the best tax result without 
necessarily interfering with the related 
economic considerations. 
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The Holding Period 


What constitutes long-term and short- 
term transactions? A long-term capital 
gain or loss results from the sale or 
exchange of a capital asset held for 
more than six months.’® A short-term 
capital gain or loss results from the 
sale or exchange of a capital asset held 
for not more than six months.’* In the 
usual stock market transaction, there is 
no question that a sale has been made. 
Similarly, in the case of a trader or 
investor the security sold qualifies as 
a capital asset.1% 

In determining whether an asset has 
been held for more than six months, the 
count is made on a monthly basis rather 
than on a daily basis.1® The long-term 
period is reached on the day in the 
sixth month after acquisition which nu- 
merically follows the date of acquisition. 
This is so whether the period encom- 
passed is more or less than 183 days. 
For example, June Ist to December 2nd 
is more than six months. If the subse- 
quent day does not exist in the sixth 
month, the first day of the succeeding 
month completes a long-term holding 
period. For example, stock bought on 
August 29th, 30th or 31st becomes long- 
term the following March Ist. 

It has also been ruled that the holding 
period of securities bought and sold on 
a stock exchange is computed with ref- 
erence to the date the purchase or sale 
is actually made.*° This is called the 
contract date or the trade date. The 
settlement date, which is the date of 
payment and delivery of the securities, 
is not used to measure the holding 
period, 


Short Sales 


A short sale was originally defined 
to include the sale of an asset which 
the vendor did not have or could not 
deliver.2!_ For tax purposes, this defini- 
tion has subsequently been expanded to 
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include a transaction intended to be a 
short sale, delivery of which is made 
with borrowed securities, even if the 
taxpayer actually owns an equivalent 
amount of the securities sold short.?? 

A short sale is not considered con- 
summated for tax purposes until deliv- 
ery has been made by the taxpayer and 
the short sale closed.2? Therefore, the 
timing referred to previously may be 
substantially assisted. If a taxpayer has 
a gain or loss which market judgment 
indicates should be immediately real- 
ized, a short sale of the security may 
be made and closed in a subsequent 
year. It is only in the year of closing 
that the transaction will be recognized 
for tax purposes. 

In addition, it may be advantageous 
for a taxpayer to set up long and short 
positions in substantially identical secu- 
rities with a view to realizing a short- 
term gain or loss, depending on the 
circumstances, in one year, with the off- 
setting transaction in the next year.** 
This may be accomplished if the market 
moves in either direction, by closing out 
one side of the position at the end of 
the year and the other side at the begin- 
ning of the next year. 

The above rule is of assistance not 
only in the timing of transactions, but 
also in the postponement of tax.” If, 
for example, a taxpayer has a short- 
term capital gain which he wants to 
realize, but has very substantial ordi- 
nary income in the same year, he may 
make a short sale, and close the trans- 
action in the next year. The short-term 
gain will be taxable in the subsequent 
year. The taxpayer has postponed his 
tax, and may also have shifted the gain 
into a year in which either the tax rates 
have decreased or his other ordinary 
income is less. 

Even though short sales are very 
useful in tax planning, as shown above, 
there are several objectives which they 
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may no longer accomplish. Despite the 
fact that a short sale is not consum- 
mated for tax purposes until it is closed, 
a short-term gain may not be converted 
into a long-term gain by making a short 
sale of a security not yet long term 
and closing the short sale after the secu- 
rity has been held for more than six 
months. Similarly, artificial long-term 
gains and short-term losses may no 
longer be created, as they once were, 
by selling short a security held for 
more than six months and then, if the 
market rises, selling the original secu- 
rity at the market and buying in to 
cover the short position. Both of these 
very useful applications were possible 
until 1950. At that time, section 117(1) 
was added to the 1939 Internal Revenue 
Code*® which provided the following 
rules: 


1. If at the time of the making of 
a short sale, a taxpayer (or his spouse) 
holds substantially identical property, 
which he has held for not more than 
six months, or if he acquires such prop- 
erty after making the short sale but 
before the closing thereof, then: 


a. Any gain on the closing of the 
short sale is treated as a short-term 
gain and 


b. The holding period of the sub- 
stantially identical property is deemed 
to begin on the date of the closing 
of the short sale, or on the date of 
a sale, gift, or other disposition of 
the property if earlier. 


2. If on the date of the short sale 
the taxpayer (or his spouse) holds sub- 
stantially identical property which has 
been held for more than six months, 
any loss on the closing of the short 
sale is considered a long-term loss. 

Rule (1b) above is applied to the 
same amount of substantially identical 
property as is sold short, in the order 
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of the dates of acquisition. Thus, if a 
taxpayer holds two 100-share lots, pur- 
chased at different dates, both of which 
are short-term at the time of a short sale 
of 100 shares, the holding period of the 
first acquired lot is lost. This is so, 
even if the short sale is eventually closed 
with the second lot.** 

It should be noted that, if at the time 
of the short sale, the taxpayer holds 
both short-term and long-term securities 
substantially identical to those which 
were sold short, all of the above rules 
will be applicable, with the result that 
any gain on the closing of the short 
sale will be short-term and any loss on 
such closing will be long-term.7* 


Puts and Short Sales 


The acquisition of an option to sell 
property at a fixed price, which is called 
a “put” and will be discussed at some 
length later in this article, is considered 
as a short sale for the purpose of the 
short-term rules under (1) above. The 
exercise or failure to exercise such op- 
tion is considered as a closing of the 
short sale.*® This rule is not applicable, 
however, to a put acquired on the same 
day as the securities which are intended 
to be used in exercising the put and 
which, if the put is exercised, are actu- 
ally so used.°° The securities and put 
held in this “marriage” must be identi- 
fied on the taxpayer’s records in the 
manner set forth in the regulations.*4 
The advantage of this exception to the 
short sale rules is that a taxpayer may 
limit his loss to the cost of the put 
without sacrificing the possibility of a 
long-term capital gain. As a practical 
matter, however, since a put extending 
for a period of more than six months 
is quite expensive,** the advantage is 
pretty much limited to securities which 
may have a substantial swing in either 
direction. 
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Substantially Identical Property 


The most troublesome problems that 
have arisen in the application of ihe 
short sale rules deal with the question 
of what is “substantially identical” 
property.*? The same language is used 
in the wash sale provision,** and _ the 
short sale regulations incorporate by 
reference the wash sale history of 
“substantially identical.”*> Nevertheless, 
many problems of interpretation have 
arisen in connection with short sales 
which never came up for wash sale 
purposes. 

Reg. Section 1.1233-1(d) provides: 

“Ordinarily, stocks or securities of one cor- 
poration are not considered substantially 
identical to stocks or securities of another 
corporation. In certain situations they may 
be substantially identical; for example, in 
the case of a reorganization the facts and 
circumstances may be such that the stocks 
and securities of predecessor and successor 
corporations are substantially identical prop- 
erty.” 


Suppose that the directors of A Corp. 
and B Corp. agree to a merger, by the 
terms of which the stockholders of 
A Corp. will receive one share of B 
Corp. stock for each share in A‘ Corp. 
These facts are announced in the news- 
papers and, the stock market being a 
sensitive instrument, the value of A 
stock starts fluctuating pretty much in 
relation to changes in the price of B 
stock. Is the A stock and the B stock 
at this point substantially identical 
property? The merger has not as yet 
been approved by the shareholders and 
experience has demonstrated that some- 
thing can happen to prevent its comple- 
tion almost up to the last minute.** The 
Internal Revenue Service has refused to 
rule as to when property becomes sub- 
stantially identical in such situations.” 

It is the writer’s opinion that the A 
stock and the B stock are not substan- 
tially identical at least until the merger 


December 








“Sj 
corpo 
stanti 
the s 
situat 
ferrec 
comm 
relatiy 
cumst 
bonds 
stock 


Su 
is cor 
per s 
less tl 
reflec 
ably, 
bility. 
above 
secure 
conve: 
will v 
crease 
There 
prices 
neithe 
will b 
stock » 
dealin; 
substai 
and tl 
therew 
merely 
les an 
above 















1957 








>Or- 
ally 
her 
nay 
in 
ind 
cks 
sor 


‘Op: 





Tax Planning and the Stock Market 


has been approved by the shareholders 
of both corporations. Even after such 
approval, the merger may still be pre- 
vented by law suit or Government ac- 
tion. Nevertheless, the question then 
becomes much closer. The Internal Rev- 
enue Service would probably maintain 
that the A stock and B stock were sub- 
stantially identical after the stockhold- 
ers’ approval if the market prices of 
the stocks fluctuated proportionately to 
each other. 


The regulation goes on: 


“Similarly, bonds or preferred stock of a 
corporation are not ordinarily considered sub- 
stantially identical to the common stock of 
the same corporation. However, in certain 
situations, as, for example, where the pre- 
ferred stock or bonds are convertible into 
common stock of the same corporation, the 
relative values, price changes, and other cir- 
cumstances may be such as to make such 
bonds or preferred stock and the common 
stock substantially identical property.” 


Suppose that a bond of the A Corp. 
is convertible into common stock at $40 
per share. When the stock is selling at 
less than $40, the value of the bond will 
reflect its true security value plus, prob- 
ably, a value for the potential converti- 
bility. When the price of the stock goes 
above $40, the value of the bond as a 
secured instrument is submerged in its 
conversion value, and its market price 
will vary directly with increases or de- 
creases in the market price of the stock. 
There will be, however, a range of stock 
prices bracketing $40 a share where 
neither of the two clear-cut situations 
will be applicable, but the bond and 
stock will move erratically. In a ruling 
dealing with the related problem of the 
substantial identity of stock warrants 
ind the stock which may be acquired 
herewith, the Internal Revenue Service 
merely repeats the tests of relative val- 
ues and price changes set forth in the 
tbove regulation.®® It is the writer’s 
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opinion that the convertible bonds and 
the common stock are not substantially 
identical until the stock has reached a 
value at which the price of the bonds 
substantially reflects the day-to-day 
changes in value of the stock. 


Dividends Paid on Short Sales 


If a taxpayer has a short position in 
a stock when a dividend is declared 
thereon, he must pay that dividend to 
the person from whom the stock was 
The Internal Revenue Serv- 
ice has ruled that such a short dividend 
is an ordinary deduction.2® Assume a 
taxpayer sells short before the ex-divi- 
dend date.*° He covers his short posi- 
tion after the ex-dividend date, at which 
time the stock, all other things being 
equal, has dropped in price by the 
amount of the dividend. He has a short- 
term capital gain on the short sale which 
may be offset by what might other- 
wise be a wasted or disadvantageously 
used capital loss or capital loss carry- 
over. At the same time, he has an ordi- 
nary deduction, in the same amount, for 
the short dividend. Of course, commis- 
sions paid on the short sale and the 
covering purchase may cut down or 
eliminate the tax advantage. Similarly, 
there is a market risk that the price of 
the stock will not drop by the same 
amount as the dividend. These factors 
have limited the advantage of this pro- 
cedure, as a practical matter, to situa- 
tions involving a substantial dividend. 


borrowed. 


= 

It should also be borne in mind when 
using short sales for the purpose of 
timing, postponement of tax, or the cre- 
ation of ordinary deductions that one 
or more of the short sale rules previ- 
ously outlined may inadvertently be- 
come effective. Therefore, such short 


sales, even though very useful, must be 


approached with caution. 
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option, then the identification of such property 
shall be made by appropriate entries in the tax- 
payer’s records within 15 days after the date such 
property is acquired... ” 

32. For example, the cost of a six-month-and- 
ten-day put on 100 shares of U. S. Steel at the 
present market price is $525. 
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In addition to the above exception, there is a pro- 
vision granting relief to ‘“‘arbitrage’’ transactions 
in commodity futures. Section 1233(e)(3), IRC. 
This relief parallels, with some differences, the 


provision for ‘“‘arbitrage’’ transactions in  securi- 
ties. See footnote 28, supra. 
In other respects, the comments made in the 


article concerning the use of short sales to assist 
in the timing of transactions and the postponement 
of tax are equally applicable to commodity futures. 
34. Section 1091, IRC, 
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Reporting Weaknesses in Internal Control 


The examinee usually expects his auditor to report material deficiencies, 


and to recommend improvements, in the system of internal control. 


For 


his own protection, the auditor usually finds it desirable to place himself 
on record with his client concerning significant weaknesses in the internal 


accounting arrangements. 


Sometimes the auditor does this in his long-form report. 


I think, 


however, that comments of this kind are more likely to be effective if they 


are set forth in a separate letter or memorandum. 


Of course, any com- 


ments the auditor makes in a separate document should not be of such 


a nature that, when considered with his report, they would tend to cast 
doubt on the reasonableness of his opinion. Ordinarily, such a separate 


letter or memorandum might be addressed to the chief accounting officer 


of the examinee, but there may be circumstances in which . . 


. it should 


be addressed to the president of the company or the chairman of the 


board ... 


Weldon Powell, “Aupitinc AND INTERNAL ContROL,” The 


Chartered 


Accountant in 


Australia, August, 1957 











The CPA Looks at Operations Research 


By Micwaet Scurrr, C.P.A. 


Operations Research is a new science which is designed to provide 
management with more reliable data upon which to base decisions 
and to evaluate the results of alternative courses of action. This 
article suggests the need for CPAs to recognize the business 
problems to which O. R. techniques can be successfully applied. 


It is a truism that the professional 
practice of accounting has undergone 
significant changes in the last twenty- 
five years and will continue to change 
in the future. Beyond the usual audit, 
statement preparation, systems and tax 
assignments, there is quite a difference 
between the traditional function of ad- 
viser and the wide range of manage- 
ment services currently performed by 
the professional accountant. 

These changes have affected the prac- 
titioner with the relatively small prac- 
tice as well as the larger firms. The 
recent experience of a CPA in Brooklyn 
with some twenty-five small clients, 
utilizing a microfilm camera to copy the 
client’s records and employing a junior 
to examine the material at his own office 
for the purpose of audit and report, is 
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of Business Administration, New York 
University. Dr. Schiff is a member of 
our Society and is the co-author oj 
PRACTICAL DIsTRIBUTION Cost ANALY- 
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also engaged in practice as a manage- 
ment consultant. 
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a dramatic illustration of a change in 
the practice of accounting. Possibly not 
as dramatic but even more significant is 
the increasing number of special assign- 
ments undertaken by the professional 
accountant as his skills are utilized by 
business management. 

This article will concern itself with 
one of the modern approaches to analy- 
sis called “Operations Research” or 
O.R. which is bound to affect the ac- 
countant’s role as adviser to manage 
ment. This impact is not restricted to 
the large firm but just as our Brooklyn 
CPA discovered a useful tool for more 
effective utilization of time and effort. 
the small practitioner as well is bound 
to feel the impact of these new ap. 
proaches and methods of analyses. 


What Is Operations Research? 


O. R. can be defined as the organized 
applications of the methods and tech- 
niques of science to business problems. 
The application of the “scientific meth- 
od” to business problems is_ hardly 
something new. What is new in 0.R. 
relates to the fact that business opera 
tions have become more and more con- 
plex and recent developments in the 
sciences have yielded effective new tools 
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for analyzing and synthesizing the situ- 
ations faced by business management. 

It is suggested here that O.R. has 
developed from elementary approaches 
to problems to a rather refined and spe- 
cialized kind of activity. One can cite 
an illustration from the early years of 
0.R. which relates to World War II 
days, a period during which O. R. made 
a significant contribution. One of the 
earliest cases is cited by Solandt: 

“It had been taught for years that you 
must never fire a long burst from a machine 
sun because the gun vibrated so much, it 
shook you off your aim. It was only the 
frst 2 or 3 bullets out of a burst that hit 
the target. One of our eager young scientists 
did not believe anything that he was told; 
he took some colored crayons and colored a 
bunch of bullets. He was able to show that 
consistently, the only rounds that hit the 
target were the last round of the burst and 
not the first.” 


In a relatively short space of time, 
some very powerful tools of analysis 
have been developed. What are these 
tools? What should one know about 
them? Where can they be used? How 
do they affect the professional account- 
ant? These are some of the questions 
we shall try to answer. 


The Inventory Problem—Conventional 


Approach 

It might be desirable to approach 
some of the answers by using a specific 
problem. The accountant is quite famil- 
iar with the inventory problem. The 
typical approach to inventory control is 
through control of turnover suggesting 
that the greater the number of turnovers 
the more desirable the result. The cost 
accountant has tried his hand at this 
same problem. Concerned with perpetual 
inventory records and the costing of 
material to products, he has gotten into 
the problem of minimum and maximum 
levels of inventory. This has resulted 
ina study of inventory from the view- 
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of 


medium- 
moving, slow-moving, and relatively in- 
active stock leading to the development 
of activity indexes. This has produced 
economies stemming from significant 
decreases in the size of the inventory 
necessary for a given operation. 


point the fast-moving, 


Inventories and Related Issues 


It is urged here that these are but 
piecemeal attempts at getting at the 
heart of a basic business problem. The 
inventory problem is a much broader 
one. To begin with there are substan- 
tial measurable costs associated with 
holding a stock of goods. These include 
interest on invested capital, insurance, 
taxes, space costs, handling costs, inven- 
tory-taking cost, clerical cost, spoilage, 
repairs, and obsolescence. Estimates of 
the sum of these costs as a percentage 
of the cost of the goods themselves 
range from 15 to 30 per cent. If one 
assumes a modest company with a 
$100,000 average inventory, the annual 
cost to carry these goods, assuming a 
25 percent rate, is $25,000. If there is 
currently one turnover a year, a dou- 
bling of the turnover rate would mean 
a saving of $12,500 and a release of 
$50,000 inventory cost for other uses. 
This puts a price-tag on additional 
turnovers and suggests the possibility 
of using some of the savings to produce 
the additional sales to further increase 
the turnover. 

We hasten to note yet another phase 
of the inventory problem. This relates 
to the frequent practice of isolating the 
inventory problem as a problem unto 
itself. This is pure fiction. The control 
of inventory is directly related to (1) 
budgetary control of the entire opera- 
tion aimed at maximizing profit on a 
given investment, (2) sale control to 
direct sales activities so as to sell the 
most profitable mix of products to the 
best possible mix of customers, and 
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(3) production control to secure the 
maximum production of products at 
the lowest possible cost at the right 
time.” 

It would appear that in addition to 
a number of significant costs incurred 
in keeping inventory, decisions relative 
to the size of the inventory must be 
related to other operations of the busi- 
ness. Mere turnover ratios or even stud- 
ies of inventory movement describe the 
situation but do not get down to basic 
causal factors and the implications of 
decisions relative to inventory size. 


The O. R. Approach and the 
Inventory Problem 


It is suggested here that the tradi- 
tional approach to the inventory prob- 
lem is not adequate. The inadequacy 
is not the result of a lack of adequate 
tools of analysis suitable for effective 
analysis. The O. R. analyst in employ- 
ing the tools of advanced mathematics 
and statistics possesses the means for 
coping with the problem and its impli- 
cations. Accordingly, he can consider 
the many elements involved in the prob- 
lem, such as cost to acquire, cost to 
hold, effect of demand, cost of being 
out of stock, lead time, etc. He does 
this by assigning symbols for each of 
the elements and proceeds to construct 
abstract models reflecting the interac- 
tion between these elements under a 
wide range of assumed conditions. He 
can then develop minimum and maxi- 
mum stock points, reorder points, size 
of order to be placed, etc., which will 
result in the best possible return under 
the circumstance. Frequently, he will 
urge changes in method of production 
or sale if they will yield the optimum 
return. He will test the suggested ap- 
proaches to establish their validity be- 
fore recommending them as suitable to 


the situation. 
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This approach recognizes that busi- 
ness problems must be approached [rom 
the viewpoint of the operation as a 
whole. It suggests that stable patierns 
underlie business operations and ac. 
cordingly the methods of science can 
be applied. The abstract models em. 
ployed are but a basic tool borrowed 
from experimental science and suitable 
to business problems. 


The Accounting Model 


The accountant employs a simplified 
version of the model in carrying out 
his regular assignment. The accounting 
system can be looked upon as a model 
and the accountant studies the effect of 
a range of transactions and varying 
treatment of transactions in the ac- 
counting records as they affect the 
model. The O.R. model is far more 
complex, facing as it does operational 
problems involving a large number of 
elements, some rather simple and basic 
and some extremely complex. The com- 
plexity of the problems suggests the 
employment of the tools of advanced 
mathematics and statistical analysis. 


Other Problem Areas 


O.R. has addressed itself to other 
business problems. It has achieved sig: 
nificant success in applying its tools of 
analysis to such problems as:* product 
scheduling, machinery _ replacement, 
production control, facility allocation, 
investment management and market 
forecasting. 

Limited success has been reported in 
approaching the following problems: 
capital expenditure of canning. determi- 
ning optimum size of operation, plant 
and warehouse location, advertising 
effectiveness and allocation of market- 
ing shares. 

While this list is not at all complete, 
it is well to note that the foregoing 
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items have something in common with 
the inventory problem examined earlier. 
The interrelation to other facets of the 
operation as well as the many variables 
associated with decision-making in 
these problem areas, suggest the appli- 
cation of O. R. techniques. 


Some of these tools are: linear pro- 
gramming, Monte Carlo technique, the- 
ory of games and stochastic process. 


What Should the CPA Know 

About O. R.? 

It should be quite evident that O. R. 
studies complex issues and applies 
highly developed and refined tools of 
analysis.* It is quite apparent that the 
professional accountant normally can 
hardly extend his professional know- 
how to this field. Some of the very 
large firms have hired O.R. analysts 
and offer this service to their clients. 
The typical practitioner is hardly able 
to do so. Yet he cannot ignore prog- 
ress. He must recognize those business 
problems, the solution of which depends 
on the effect of the interaction of many 
factors. He should recognize the possi- 
bility of effective analysis through the 
employment of a competent O. R. ana- 
lyst and work with him in providing 
business management with a choice of 
alternatives which result from a careful 
evaluation of all the measurable ele- 
ments. The CPA does not normally hes- 
itate to urge the employment of an 
attorney where legal problems arise nor 
does he hesitate to recommend the em- 
ployment of an industrial engineer in 
connection with problems of layout, 
time-study, etc. The CPA would be re- 
miss in his obligations to his client if 
he did not urge the employment of an 
0.R. analyst for the specific problem 
areas where such service is called for. 
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“O.R. involves the application of the 
methods of science in situations where execu- 
tives require descriptions, predictions and 
comparisons for the purpose of making de- 
cisions. This, you may think, is not a very 
new pursuit. O.R. is mainly novel in the 
particular range of techniques it has developed 
over the last 15 years and the unusual fields 
in which these techniques have been em- 
ployed. Thus both novelty and the importance 
of O.R. might perhaps be measured in terms 
of the extent to which some of these fields 
have been abandoned to intuition. 


“Everyone is likely to concede that there 
are aspects of financial management in which 
intuition plays a greater role than they would 
wish to see—if only measures would be devel- 
oped. Such measures would have three main 
features: They would be clearly defined, they 
would stand in a known relation to other 
measures, and their standard of accuracy 
would itself be measured. In many cases 
where people have abandoned hope of creating 
such measures, operations research may well 
be able to help by considering the whole situ- 
ation to be examined as a system of proba- 
bilities. The theory of probability is by now 
a very extensive subject. It is based on the 
tripod of pure mathematics, pure logic, and 
pure statistics. A theoretical treatment of the 
problem on these bases can usually be trans- 
lated into practical terms and thence to solu- 
tions in measured quantities by the use of 
some technique which may be indiscriminately 
borrowed from any of the sciences.” 



















By JosepH M. Cunnincuam, C.P.A. 


Uniform System of Accounts for Villages 


The new Uniform System of Accounts for Villages was 
issued in 1954 and represents the first revision since 1925. 
This article summarizes the basic principles of the System and 
clarifies certain of its more unique and technical aspects. 


For some years, the present and 
predecessor Comptrollers of the State of 
New York have been engaged in an ex- 
tensive revision of the uniform systems 
of accounting and reporting for the 
local governments of the State, and in 
providing adequate manuals of budget 
management. A uniform system for 
counties was issued first, and this has 
been followed by a uniform system for 
villages which closely parallels the 
county system. When the task is com- 
pleted by the issuance of manuals for 
cities, towns, and special districts, it will 
represent a major accomplishment in the 
improvement of the financial manage- 
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The author’s varied experience includes 
service as First Deputy Comptroller of 
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ment of the local governments of this 
State. 

Under the New York State system of 
government, the Comptroller has exten- 
sive powers and duties with respect to 
local government finance. He prescribes 
a uniform system of accounts; estab- 
lishes the form of financial reports 
which must be filed with the State annu- 
ally; makes detailed audits of the ac- 
counts of every unit of local govern- 
ment, including special districts, with a 
few exceptions (such as the City of 
New York) ; and exercises certain duties 
with respect to local borrowings; and 
debt and tax limitations. In addition 
to these mandatory duties, the Division 
of Local Government of his office pro- 
vides extensive assistance, on a volun- 
tary basis, to local governments in the 
field of financial management. 


An Integrated System 

A Uniform System of Accounts for 
Villages was first issued in 1925, so 
that the new system* represents the first 
revision in approximately 30 years. 

* The new system is described in the fol- 
lowing two volumes issued in 1954 by the 
Division of Municipal Affairs of the State 
Comptroller’s Office: Uniform System of Ac- 
counts for Villages—Double-Entry Basis, and 
Uniform System of Accounts for Villages— 
Single-Entry Basis. 
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During the interim, the uniform system 
was subject to so many _ unofficial 
changes that it could hardly be said that 
a uniform system really existed. The 
system recently issued conforms closely 
to the best practices in municipal ac- 
counting, but introduces a number of 
concepts which represent a major ad- 
vance in uniform accounting. One of 
the most striking facts with respect to 
the system is the complete integration 
of budgeting, accounting, reporting and 
auditing. A uniformity of terminology, 
principles and accounts has been estab- 
lished which should be most helpful 
to village officials, analysts and audi- 
tors. 

When the revision of the village sys- 
tem was undertaken, it was decided to 
draft a model system first and then to 
propose to the legislature whatever 
amendments of the Village Law were 
necessary. This was done, and as the 
legislature accepted most of the pro- 
posed amendments, the State Comptrol- 
lr was enabled to issue a Budget 
Manual for Villages which is based on 
modern principles of local budgeting. 
The Budget Manual requires the use 
of the Uniform System of Accounts 
with respect to estimated revenues and 
appropriations; hence the adoption of 
a budget in the correct form is the 
first step in the installation of the 
Uniform System. An article on Vil- 
lage Budget Preparation and Manage- 
ment appeared in the March 1957 issue 
of this magazine. 

The amendments of the Finance Arti- 
cle of the Village Law became effective 
on September 1, 1955, and hence the 
initial installations of the Uniform Sys- 
tem were made as of the beginning of 
the succeeding fiscal year. For most vil- 
lges. the fiscal year now begins on 
June 1st, but a small number of vil- 
lages have elected other dates under 
‘onditions prescribed in the Law. 
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Applicability of General Laws 


There are in all 549 villages in New 
York State, ranging in size from Saltaire 
with a population of 21 to Hempstead 
with a population of 29,315. Most vil- 
lages are now operating entirely under 
general laws applicable to all villages, 
but 17 still cling to charters which, in 
some instances, go back to pre-revolu- 
tionary days. The mayor and 2 to 6 
trustees are elected every two years, 
and they in turn appoint all other local 
officials except police justices. By law, 
the Village Treasurer is the chief fiscal 
officer. 

The general laws applicable to village 
finance include acts to raise revenues, 
to make appropriations and to author- 
ize borrowings. Since the village pow- 
ers are carefully defined in these laws, 
a most intensive study of them, as well 
as of other applicable laws, was made 
in devising the Uniform System. The 
villages exercise only such powers as 
are delegated to them by the sovereign 
state, and the accounting system must 
adequately reflect their powers and limi- 
tations. Experience with the system in 
the initial installations has shown that 
these requirements have been admirably 
met. 


Basic Principles of the Uniform System 


The basic principles of the Uniform 
System may be briefly summarized as 
follows: 


1. The books of account must be 
kept on a double-entry basis in villages 
of 5,000 population or over. Villages 
of lesser population are permitted to 
use the single-entry basis but are en- 
couraged to use the double-entry system. 

2. Accounting is based on a clear 
separation of funds. The number of 
funds is restricted to those required by 
law or modern accounting, and no spe- 
cial funds or accounts are permitted. 
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3. Budgetary control of revenues and 
expenses must be established. 

4. The accounting for each fund will 
include a distinction between current 
operating and capital expenditures. 

5. The encumbering of appropria- 
tions is optional during the year, but 
is required at the end of the year. In 
the single-entry systems, a_ sufficient 
cash balance must be carried over to 
the new year to discharge this obliga- 
tion, as the expenses of one year may 
not legally be paid from the collections 
of the subsequent years. 

6. Inter-fund items, exclusive of re- 
imbursements, will be separately ac- 
counted for, so that they may be clearly 
identified and eliminated in preparing 
consolidated statements. 

7. No surplus adjustments are per- 
mitted (with one exception), since all 
transactions must be classified as rev- 
enues, expenses, or exchanges of assets 
and liabilities. This principle will be 
developed later in this article. 

8. The accounts of the Uniform Sys- 
tem will include all activities of the 
Village. However, Electric, Steam and 
Natural Gas Fund accounts are omitted, 
since accounts for these operations have 
been prescribed by the New York State 
Public Service Commission. 

9. The accounts will be maintained 
on a modified cash basis. 


Funds Established 

The funds prescribed in the Classifi- 
cation of Accounts together with the 
related code letters are as follows: 

General Fund (A). 

Enterprise Revenue Fund (C). 

Water Fund (F). 

Sewer Fund (G). 

Public Library Fund (L). 

Capital Fund (H). 

Special Assessment Fund (P). 

Trust and Agency Fund (T). 
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Supplementary Accounts: 
Capital Indebtedness Accounts 
(W). 
Fixed Assets (K). 

A brief explanation of each of these 
funds is presented in the following dis- 
cussion. 

General Fund (A). This fund will 
include the accounting for all activities 
not required by the Manual to be in- 
cluded in other funds. 

Enterprise Revenue Fund (C). This 
fund will be used to account for the 
operations of a revenue producing un- 
dertaking, provided separate accounting 
is required by Section 8 of the General 
Law. That section refers to activities 
financed by borrowings subsequent to 
January 1, 1950. The fund will also 
be used in compliance with Section 
123:00 of the Local Finance Law. with 
respect to revenue producing under- 
takings for which an exclusion from the 
debt limit has been granted by the State 
Comptroller. 

Water Fund (F). This fund will be 
used for the accounts of the water op- 
eration. 

Sewer Fund (G). This fund will be 
used if sewer rents are established pur- 
suant to the Village or General Munici- 
pal Laws. The fund will not be used 
when sewer operations are financed by 
ad valorem real estate taxes. 

Public Library Fund (L). This fund 
will be used if a village public library 
is operated. 

Capital Fund (H). This fund will be 
used to account for all capital projects, 
except Special Assessment projects, in- 
cluding those financed from borrowed 
monies. Appropriations for capital pur- 
poses which are contained in_ the 
General and other Funds, will be trans- 
ferred to this fund for expenditure. 

Special Assessment Fund (P). Spe: 
cial assessment funds will be established 
for each capital improvement financed 
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in part by special assessments on a 
benefit basis. 


Trust and Agency Fund (T). The 
Trust and Agency Fund includes all 
monies received by the Village Treas- 
urer in his official capacity, to be held 
in trust or to be transmitted to others. 
The purpose of the fund is to separate 
such monies from the other funds of the 
village, and to provide for their dis- 
bursement in accordance with the pro- 
visions of the trusts. 

Capital Indebtedness Accounts (W). 
The accounts of this section are used 
to record the liability of outstanding 
capital indebtedness as well as author- 
ized but unissued bonds and capital 
notes of all funds other than the Special 
Assessment Fund and, in certain cases, 
the Water Fund. This group of ac- 
counts supplements the balance sheet 
accounts of the other funds. 

Fixed Assets (K). Assets which are 
of a fixed or permanent nature, such 
as land, buildings, other structures, ma- 
chinery and equipment, are included in 
this group of accounts. They provide 
a continuing record of the fixed assets 
owned by the village, and constitute an 
optional part of the Uniform System. 
All the fixed assets of all funds will be 
included, except the Water Fund in 
some instances. 

Funds Omitted. In the fund classifi- 
cation given above, no reference is made 
to the Electric, Steam or Natural Gas 
Funds since the Uniform System con- 
tains no accounts for those funds. It 
must be assumed, however, that such 
funds will be maintained by villages 
with corresponding operations. 


Each fund must be established as a 
vlf-balancing group of accounts. The 
assets of one fund cannot be used for 
the purposes of another fund, except 
that certain expenses may be incurred 
on a reimbursement basis. In the single- 
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entry system, the separation of the funds 
will be accomplished by establishing 
separate cash accounts in the cash re- 
ceipts and disbursement books. The 
accounts of the General Fund will be 
discussed in some detail in this article, 
and brief reference will be made to the 
accounts of the other funds. 


General Fund—Revenue Accounts 


Revenue accounts have been provided 
in the General Fund in considerable 
detail. They are intended to provide 
the Board of Trustees with adequate in- 
formation for estimating revenues in ad- 
vance and for comparing actual realiza- 
tion with the estimates included in the 
budget. At the option of the village, 
revenue accounts may be subdivided by 
administrative units, if a detailed analy- 
sis of all revenues by the unit concerned 
is desired. 

The revenue accounts are kept on a 
cash basis, except that in the double- 
entry system a few important revenues 
are accrued. These accruals are: 

A1001-—Real Estate Taxes. 

A1401/2—Interest and Penalties on 
Taxes. 

A2601—Reimbursement for Tax Ad- 

vertising and Expense. 
—Various Charges to Other 
Governments. 
—Various Charges to Other 
Funds. 


All revenue accounts are maintained 
on a gross basis, i.e. debits to revenue 
accounts are permitted only for the cor- 
rection of errors, or for the refund of 
items erroneously or improperly re- 
ceived. In one instance, an appropria- 
tion account has been provided to record 
refunds, namely Account 290-622, Re- 
funds of Real Estate Taxes, in order that 
this item may be separately stated ir 
the accounts. With this exception, rev: 
enue accounts will represent the gross 
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amounts received or accrued, less ad- 
justments directly applicable to them. 

The Classification of Revenue Ac- 
counts included in the Manual provides 
an account for every type of revenue 
which the villages normally receive. In 


case revenues other than those listed 
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are received, the State Comptroller will 
authorize additional accounts upon re. 
quest of the village. A summary of 
the Revenue Classification of the dou- 
ble-entry system is presented as Figure 
I. The accounts of the single entry 
system are similar but less numerous. 





Figure | 
REVENUE CLASSIFICATION SUMMARY 


41001 Real Estate Taxes (Accrued). 

Al1025/7 Payments in Lieu of Taxes, and 
other Tax Items. 

A1028 Unneeded Reserve for Uncollected 


Taxes (Delinquent Collections). 


A1201/11 Non-Property Taxes. 


\1301/2 Franchise Revenues. 

A1401/3 Interest and Penalties on Taxes 
(Partly Accrued). 

\1501/6 — 

41599 J .icenses, 

A1601/6 

A1699 J 

A1701/2 Commissions. 

A1801/4 Rentals for Lease of Real Property 
and Equipment (Partly Accrued). 

\1901/10 _— for Services. 

Algi9 

A1921/29 Charges for Services to Other 


Governments (Partly Accrued). 


A1951/62 


1 
A1969 J 
\ 
J 
il 


Departmental Fees. 


A2001/10 | Fees and Charges for use of Recre- 
A2099 ational Facilities. 

\2101/3 Cemetery Income. 

A2109 


Other 


Parking Meter Fees and 
Parking Revenues. 


A2201/2 


A2210/19 Airport Revenues. 

A2301/6 State Aid. 

A2749 Other Unclassified Revenue. 

A2401/3 Federal Aid. 

A2501/3 Interest on Deposits and_ Invest: 
ments. 

A2601 Reimbursement for Tax Advertis. 
ing and Expense (Partly Ae. 
crued). 

A2625/7 ‘Fines, Penalties and Forfeits. 

A2650/1 : es a 

‘42659 Minor Sales. 

A2675/6 ~~ Sale of Fixed Assets. 

A2677 Insurance Recoveries. 

A2680 Other Compensation for Loss. 

A2701 Gifts and Donations. 

A2702/5 Contributions for Village Activi- 
ties. 

A2725/6 Miscellaneous. 

A2727 Refunds of Appropriations of Prior 
Years. 

A2230 Ferriage. 

A2802/19 Interfund Reimbursements. 

A2821 Unused Capital Fund <Authoriza- 
tions Financed by Appropriations. 

A2901/5 Interfund Transfers for Debt Serv- 


ice. 


A2926/30 Interfund Revenues. 
A2939 





The revenue accounts are mainly self- 
explanatory, but a comment may be 
necessary on the following accounts. 


Unneeded Reserve for Uncollected 


Taxes—Delinquent Collections (A1028). 
This account will be used by those vil- 
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lages which establish reserves for un- 


collected taxes at 100% of the receiv: 


ables outstanding at the end of the year. 
as recommended by the State. The pro- 
vision for this reserve must be made 
on an appropriation basis. When sul- 
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ficient collections have been made in the 
following year to reduce the total tax 
assets to a lower figure than the reserve. 
the reserve is reduced accordingly and 
the reduction treated as revenue. In 
effect, this means that the village is 
taking into the revenues for the year 
the collections of prior years’ delinquent 
taxes, but at the same time is maintain- 
ing a 100% reserve against all uncol- 
lected taxes of those years. While the 
procedure outlined seems cumbersome, 
it permits accrual accounting for taxes. 
vet keeps the village close to a cash basis 
of budgetary expenditure. 

Interest and Penalties on Taxes — 
Parily Accrued (A1401); Reimburse- 
ment for Tax Advertising and Expense 
—Partly Accrued (A2601). Under the 
New York State system, properties on 
which real estate taxes are unpaid eight 
months after the due date should be 
sold at tax sale. Interest and penalties 
are added to the tax receivables, and 
these amounts are credited to Revenue 
Account Al401. The cost of tax ad- 
vertising is also added to the receiv- 
ables. and credited to Account A2601. 
These accounts are stated to be “partly 
accrued” as some revenue may be re- 
ceived in cash after the taxes become 
overdue and before the tax sale is held. 

Insurance Recoveries (A2677). This 
account is used to record receipts for 
the loss of insured physical assets. Such 
items are treated as revenues in order 
to eliminate the possibility of their 
being set up in special funds or accounts 
outside of budgetary control. If a re- 
covery offsets an expenditure already 
charged to Appropriation Expense, the 
amount may be credited to Appropria- 
tion Expense instead of to Revenue. 


Gifts and Donations (A2701). All 
unrestricted gifts and donations are con- 
sidered as revenues of the General Fund. 
Gifts for youth projects, or celebrations, 


are also treated as revenue, since they 
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represent reimbursement for part of 
the total village expense for these pur- 
poses. Gifts for particular purposes 
will be entered in the Trust and Agency 
Fund. 


Refunds of Appropriations of Prior 
Years (A2727). This account is cred- 
ited with the receipt of refunds of ap- 
propriation expenses of prior years, or 
the cancellation of an encumbrance in 
balance sheet account A701, Reserve for 
Encumbrances, Prior Year. Refunds of 
amounts previously charged to appro- 
priation accounts of the current year 
are not credited to this account but are 
credited directly to the appropriation 
account concerned. The use of this 
account is one of the methods provided 
for elimination adjustments of the sur- 
plus account, but at the same time giv- 
ing full information to the taxpayer and 
analyst. 


Reimbursements for Expenses from 
Other Village Funds, Accruea 
(A2802/7}. These accounts are used 
for the accrual of charges to other funds 
for items which represent a combina- 
tion of various objects of expense, such 
as repairs made in a central garage, use 
of equipment, etc. It should not be 
credited with the regularly divided sal- 
aries of individual employees, as for 
example the Village Clerk, since such 
items should be divided at payroll time 
and disbursed directly from the fund 
or account concerned. 


Contributions from the Electric Fund 
(A2926). This account will be used to 
record contributions made from the 
surplus of the Electric Fund. Similar 
accounts are provided for contributions 
from other funds. In the accounts of 
the contributing fund, the item should 
be treated as an appropriation expense, 
so that in preparing consolidated state- 
ments the revenue may be eliminated 
with the appropriation. 
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General Fund—Appropriation (Expense) 

Accounts 

With respect to expenses, the Uni- 
form System is based on the assumption 
that no disbursement will be made or 
reserve established unless an appropria- 
tion is made in the budget or a subse- 
quent modification; and that every ap- 
propriation will be assigned to an ad- 
ministrative unit, the head of which will 
be responsible for its proper use. This 
general rule does not apply to trust, 
agency. or pledged accounts, but it has 
been applied strictly throughout the 
other funds of the Uniform System. The 
one exception to the rule concerns the 
payment of bond notes 
from the proceeds of bond issues in the 
Capital Fund. 

The Village Law requires that appro- 
priations of the General Fund shall 
lapse at the end of the year, but also 
requires the encumbering of appropria- 
tions for unpaid invoices and outstand- 


anticipation 


ing purchase orders before lapsing un- 
expended balances. Appropriations made 
in the General Fund for Capital pur- 
poses are transferred to the Capital 
Fund by cash transfer, and these appro- 
priations remain open in that fund in- 
definitely. 

The appropriation accounts of the 
General Fund are maintained on a 
vross basis, and credits to the accounts 
are permitted only for the correction of 
errors and for refunds received of ex- 
penditures made during the same fiscal 
year. Refunds applicable to expenses of 
prior years are treated as revenues, as 
previously explained. 

The Classification of Expense (Ap- 
propriation) accounts contained in the 
Manual of the Uniform System pro- 
vides accounts for every type of expen- 
diture which the village normally makes. 
The accounts are numbered and each 
number must be used by all villages if 
they have corresponding transactions. 


846 


Uniform System of Accounts for Villages 





Each account number consists of two 
elements: 


A. The Administrative Unit to which 
the appropriation is made. Every 
known unit has been listed in the 
System. 


B. The Object of Expense. The gen. 
eral objects of expense are only three 
in number and they apply to every 
appropriation made, as follows: . 

100-—-Personal Services. 

200-——Equipment. 

400—-Other Expense. 


There are certain special objects of 
expense to be used only for appropria- 
tions which are the direct responsibility 
of the Board of the Village. These are 
numbered from 500 to 799. Thus each 
appropriation or expense account has a 
two part number, as for example: 
A10-100, A10 indicating the Board of 
Trustees, and 100 denoting Personai 
A complete list of the Ad- 
ministrative Units contained in the 
Manual is presented as Figure II. 

The List of Administrative Units con- 
sists mainly of organization units, but 
some—it will be noted—represént the 
nature of the expense and not an organ- 


Services. 





ization. For example, A45 is titled 
Budget Officer or Budget Expense. 


Since most villages will not have a 
separate budget officer, and since the 
system does not require the proration 
of salaries of village officials who per- 
form the budget function, Administra- 
tive Unit Account A45 will consist only 
of such expenses as printing the budget. 
and other contractual services. In 
order to conform to the principle of 
assigning all appropriations to an ad- 
ministrative unit, such items as. this 
would be titled, A15-400 Budget Ex: 
pense, Other Expense (Treasurer). to 
indicate that the appropriation would 
be the responsibility of the Treasurer 
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Officer in the 


who acts as 
assumed example. 


Budget 


Use of Objects of Expense 

The three objects of expense which 
are obligatory for all administrative 
units are used in the following manner. 

Personal Services (100). This object 
of expense should include salaries and 
wages of employees, and fees for serv- 
ices of non-employees such as _ ap- 
praisers, engineers, auditors, etc. The 
fees referred to may include incidental 
expenses, such as traveling. 


Equipment (200). This object of 
expense represents items with an ex- 
tended term of useful life, and a sub- 
stantial value. It includes office, shop. 
and other movable equipment of all 
kinds. It should not be used for the 
purchase of equipment excluded from 
the constitutional debt limit, as appro- 
priations for that purpose may be made 
only through Account 290-560, Provi- 
sion for Capital Projects—Capital 
Fund. 

Other Expenses (400). This object 
of expense represents all other current 





Figure Il 
LIST OF ADMINISTRATIVE UNITS 


Legislative 
Al0 Board of Trustees. 


Judicial 
A20 Police Justice. 
Executive 

A30 Mayor. 
43] Manager. 

Staff 
{40 Clerk-Treasurer. 
A4] Village Treasurer. 
A42 Receiver of Taxes and Assessments. 
{43 Village Clerk. 
445 Budget Officer or Budget Expense. 
A46 Village Auditor. 
A47 Tax Arrears Board. 
A51 Village Assessors, 
A54 Village Attorney. 
A58 Village Engineer. 
{59 Historian. 
A60 Election Expense. 
A6l Veterans Service Agency. 
A64 Planning Board or Expense. 
A65 Zoning Commission or Expense. 
A66 Zoning Board of Appeals. 
A70 Purchasing Officer. 
A771 Central Storeroom. 
A74 Village Hall or Expense. 
A75. Central Garage. 


Public Safety 
\81 Fire Department. 
A82 Police Department or Service. 
\85 Keeper of the Pound. 
\87_ Civil Defense Division or Activities. 
\88 Parking Division or Activities. 


1957 





Streets 
A100 Streets—Administrative Expense. 
A101 Street Maintenance Expense. 
A102 Street Cleaning Expense. 
A103 Snow Removal Expense. 
A104 Shade Tree Expense. 
A105 Street Lighting Activities. 
A106 Other Activities—Street Expense. 


Sanitation 
A120 Sanitation—Administrative and General 
Expense. (Optional) 
A121 Storm Sewer Expense. 
A123 Sanitary Sewers and Sewage Disposal 
Expense. 
A125 Refuse Collection and Disposal Expense. 


Public Health 

A130 Public Health Department. 
A132 Registrar of Vital Statistics. 
A134 Child Welfare Division. 
A136 Cemetery. 

Hospital 
A140 Hospital. 

Recreation 
A200 Recreation and Parks. 
A204 Museum. 
A209 Youth Agencies. 


Special Activities 

A210 Airports. 

A211 Ferry. 

A219 Public Dock or Boat Basin or Expense. 
Natural Resources 

A234 Publicity Expense. 


General 


A290 Village General. (Board of Trustees) 
A300. Debt Redemption. 
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expense not included in Accounts 100 
or 200, or in the accounts for Special 
Objects of Expense, Accounts 500 to 
799. 


The villages are permitted to subdi- 
vide Accounts 100, 200 and 400 into 
as many sub-objects of expense as de- 
sired, provided the accounts are num- 
bered or lettered in the same series. 
For example, Account A10-100 might 
be subdivided as follows: 


A10-101—Board 


ries and Wages. 


of Trustees—Sala- 


A10-102—Board of Trustees—Con- 


sultant’s Fees. 


These sub-object accounts may be 
used in various ways; but it is not 
recommended that they be used for 
board appropriation purposes. They 
may be used for budget officer alloca- 
tion purposes if that officer is given 
power to allocate the board’s appropri- 
ations for the major objects of expense; 
or they may be treated as expense an- 
alysis accounts for information pur- 
poses only, but not for allocation or 
appropriation control. 


Special Objects of Expense 


Reference was made above to the 
special objects of expense which the 
villages must use if they appropriate 
for certain specific expenses. These 
were established as separate accounts 
for management purposes, and for the 
information of the electorate. All of 
them are assigned to the Board of Trus- 
tees, Administrative Unit A290. for 
expenditure and are listed in Figure 


If. 


The titles of most of these accounts are 
self-explanatory but comments on cer- 
tain of them may be advisable. 
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Refund of Real Estate Taxes (A290. 
622). Charges to this account consist 
of refunds of erroneous payments re. 
ceived, and refunds by reason of can- 
cellation or reductions of taxes through 
proceedings to review assessments when 
such taxes have been previously paid 
by the owner. 


Contingent Account (A290-650). This 
account represents the appropriation 
authorized by the Village Law to pro- 
vide for unforeseen contingencies. No 
expenditures may be charged to this 
account. The Board may transfer all 
or any part of the Contingent Account 
appropriation to any other appropria- 
tion account, for expenditure there- 
from. 


Provision for Reserve for Uncol- 
lected Taxes and Assessments, Optional 
(A290-660). This appropriation  ex- 
pense account is debited by journal 
entry for all or part of the uncollected 
current taxes at the end of the fiscal 
year, 


Provision for Reserve for Repairs 
(A290-663). This account represents 
an appropriation to the special reserve 
for repairs. The Manual requires taat 
a check be drawn for this amount and 
deposited in a separate bank account. 
This transaction is treated as a charge 
to the Appropriations Payable account 
and a credit to the Reserve account. 


Accounts are also provided for pro- 
visions for other reserves. 


Contribution to Electric Fund (A290- 
670). This account is charged when 
amounts appropriated by the General 
Fund are transferred by check to the 
fund concerned. 


Contribution to Capital Reserve Proj- 


ect, Capital Fund (A290-676). This 
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is charged with the amount 


appropriated by the General Fund when 
transferred by check to a Capital Re- 
serve Project of the Capital Fund. 
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Payments to Other Agencies (A290- 


701/5). 


These accounts are charged 


when payments are made on appropria- 
tions to other agencies. 





Figure Ill 


SPECIAL OBJECTS OF EXPENSE 


Provision for Down Payments on 
Bonds, Capital Fund. 


Village Share of Special Assess- 
ment Projects. 


Provision for Capital Projects, 


Capital Fund. 
Judgments and Claims. 


Tax Sale Certificates of 
Governments. 


Other 


Refund of Real Estate Taxes. 
Taxes on Village Property. 
Tax Advertising and Expense. 
Tax Discounts. 


Expenses of Village-Owned Prop- 
erty. 


Payments to State Retirement 


System. 


Payments to State, Assistance to 
Retired Employees. 


Workmen’s Compensation Expense. 


Deficiency Appropriation — Police 
Pension Fund (Transfer to Fund). 


Bond Issue and Note Expense. 


Payments to State for Social Secu- 
rity Contribution Fund. 


Provision for Receiver’s Operating 
Fund (Transfer to Fund). 


Celebrations and Concerts. 
Contingent Account. 


Provision for Reserve for Uncol- 


lected Taxes and Assessments. 
(Optional) 
Provision for Reserve for Tax 
Stabilization, 


A290-663 
A290-664 


A290-665 


A290-666 


A290-670 
A290-671 
A290-672 
A290-673 
A290-674 


A290-676 


A290-677 


A290-679 


A290-680 


A290-681 
A290-701 


A290-702 
A290-703 


A290-704 


A290-705 


A290-690) 


to 


A 290-696 


Provision for Reserve for Repairs. 
Provision for Reserve for Bonded 


Debt. 


Provision for Workmen’s Compen- 
sation Reserve. 

Provision for Reserve for Inventory 
of Materials and Supplies. (Op- 
tional) 


Contribution to Electric Fund. 
Contribution to Natural Gas Fund. 
Contribution to Water Fund. 
Contribution to Sewer Fund. 
Contribution to Public Library 
Fund. 

Contribution to Capital Reserve 


Project, Capital Fund. 


Contribution to Special Assessment 


Fund. 


Contribution to 


(Specify). 


Other Fund 


Interest on Bonds. 
Interest on Notes, 
Payments to Joint Water Districts. 


Payments to Humane Society. 


Payments to Joint Recreation 
Commission, 
Payments to Library Board or 


Association. 


Payments for Laboratory Supply 
Station. 


‘ Debt Redemption Accounts. 











General Fund—Balance Sheet Accounts 


The balance sheet accounts of the 
General Fund, double-entry system, are 
in general accord with the recommen- 
dations of the National Committee on 
Governmental Accounting, and are 
listed in Figure IV. Comments on 
those accounts which have unusual feat- 
ures are given in the paragraphs which 
follow. 

Cash for Tax Anticipation Notes 
(A221). The villages of the State are 
required to set aside cash receipts from 
collections of taxes, for the payment of 
outstanding tax anticipation notes. The 
balance of this account will therefore 
represent the amount set aside for pay- 
ment of such notes when due. 

Cash for Bond Interest and Matured 
Bonds (A223). This account is charged 
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with amounts deposited in banks to 
pay bond interest and principal on the 
due dates. It is contra to Account 
A629--Bond Interest and Matured 
Bonds Payable. 


Tax Sale Account (A310). This ac. 
count is a temporary one which js 
opened on the day of the tax sale. It 
is charged with the amount of taxes, 
interest and penalties, and advertising, 
on property offered for tax sale; and 
credited with amounts paid by pur. 
chasers and the amount of certificates 
bid in by the Village. No balance re. 
mains in this account 10 days after the 
sale. 


Special Reserves: Cash (A480); In- 
vestments (A482). These accounts re- 
cord the assets set aside by appropria- 
tion of the Board of Trustees for 





Figure IV 


BALANCE SHEET ACCOUNTS— GENERAL FUND 


Assets 
Cash. 
Petty Cash. 


A200 
A210 


A220 Cash for Budget Note Appropriations. 
A221 Cash for Tax Anticipation Notes. 
A222 Cash for Revenue Anticipation Notes. 


Cash for Bond Interest and Matured 

Bonds. 

Taxes Receivable, 

Taxes Receivable, 

Taxes Receivable, 

Taxes Receivable, 

tion. 

Rejected Taxes Receivable. 

Tax Sale Account. 

Tax Sale Certificates. 

Property Acquired for Taxes. 

Mortgages on Property Acquired for 
Taxes. 

Accounts Receivable. 

Due from Other Funds. 

Due from Other Governments. 

Inventory of Materials and Supplies 

(Optional). 

SpectAL RESERVES: 

A480 Cash. 

A482 Investments. 

BupGETARY AND EXPENSE 


A223 


Current. 

Overdue. 

Military Service. 
Pending Civil Ac- 


A250 
A260 
A265 
A268 


A300 
A310 
A320 
A330 
A331 


A380 
A391 
A440 
A445 


ACCOUNTS: 


A510 Estimated Revenues. 
A511 
A521 


Appropriated Reserves. 
Encumbrances. 
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A522 Appropriation Expense. 
A530 Budget Notes Authorized. 
A599 Appropriated Surplus. 


Liabilities . 
Tax Anticipation Notes Payable. 
Revenue Anticipation Notes Payable. 
Budget Notes Payable. 
Bond Interest and Matured Bonds Pay- 
able. 
Due to Other Funds. 
Due to Other Governments. 
Reserve for Encumbrances, 
Year. 
Reserve for Encumbrances, Prior Years. 
Reserve for Uncollected Taxes and 
Assessments. 
Reserve for Inventory of Materials and 
Supplies. 
A730 Reserve for Accounts Receivable. 
A840 Taxes Collected in Advance. 
SpectAL RESERVES: 
A880 Reserve for Tax Stabilization. 
A882 Reserve for Repairs. 
A884 Reserve for Bonded Debt. 
A885 Reserve for Workmen’s Compensation. 
A909 Surplus. 
BupGETARY AND REVENUE ACCOUNTS: 
A960 Appropriations. 
A980 Revenues. 


A620 
A621 
A622 
A629 


A630 
A631 
A700 Current 
A701 
A710 


A720 





December 














nks to 

on the 
Account 
Tatured 


his ae: 
rich is 
ale. It 
~ taxes, 
rtising, 
e; and 
y pur- 
ificates 
nce re- 
ter the 


)): In 
nts re- 
ropria- 
es for 


le. 
ayable. 


ids Pay- 


Current 


r Years. 
ces and 


ials and 


ble. 


‘nsation. 


~cember 


special reserves. The total of these 
accounts will equal the total of the 
contra accounts as follows: 


A880—Reserve for Tax Stabilization. 
A882—Reserve for Repairs. 
883—Reserve for Bonded Debt. 


A885—Reserve for Workmen’s Com- 
pensation. 


_ 


Budgetary Accounts: Estimated Rev- 
enues (A510); Appropriated Reserves 
(A511): Budget Notes Authorized 
(A530); Appropriated Surplus (A599). 
These accounts record the estimated 
revenues shown in the budget, plus the 
appropriated surplus and _ reserves. 
They will also include any subsequent 
modifications of these items approved 
by the Board during the year, plus the 
authorization of budget note borrowing 
under the limitations of the Village 
Laws. The total of these accounts 
should exactly equal Account A960— 
Appropriations, when the budget is 
recorded on the books and also when 
subsequent modifications of the budget 
are approved by the Board. The reali- 
zation of revenues during the year is 
recorded in Account A980 Revenues, 
so that the difference between Accounts 
A510 and A980 represents the revenues 
not yet realized. 

Reserve For Encumbrances, Current 
Year (A700). A reserve for encum- 
brances must be established at the end 
of the fiscal year for all contractual 
services received but unpaid, and pur- 
chase orders outstanding. The account 
may also be used during the year at 
the option of the village. On the first 
day of the succeeding year, the balance 
of the account is transferred to A701 
Reserve for Encumbrances, Prior 
Years. 

Reserve for Uncollected Taxes and 
Assessments (A710). The Manual of 
the Uniform System assumes, but does 
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not require, that a reserve of 100% 
will be established for all categories of 
delinquent taxes. Such reserves must 
be provided by appropriations in the 
Budget, or subsequent modifications. In 
case the budget appropriation is insuf- 
ficient to bring the reserve to 100% at 
the end of the year, the Board of Trus- 
tees should approve a modification for 
the necessary amount. If, on the other 
hand, the amount of the appropriation 
is more than necessary, the excess ap- 
propriation should be allowed to lapse 
when closing the books. When cash 
collections reduce the total taxes receiv- 
able below the amount of the reserve, 
the reserve should be reduced accord- 


ingly. 
Surplus (A909). The balances of the 
revenue and expense accounts are 


closed to Surplus at the end of the 
fiscal year. In addition, surplus will 
be credited when budget notes are re- 
tired; and when tax and revenue anti- 
cipation notes are paid from appropri- 
ations of current revenues. No other 
adjustments may be charged or cred- 
ited to Surplus, since provision has 
been made in the revenue and expense 
accounts for all known transactions 
which might affect surplus. 


Enterprise Revenue Fund Accounts 


Accounts of the Enterprise Revenue 
Fund will generally be the same as 
those of the General Fund, but include 
a number of accounts not necessary in 
that fund. All account numbers should 
be preceded by the letter C. Each En- 
terprise Revenue Fund should be titled 
appropriately, as CA Airport Fund, 
CH Hospital Fund, ete. The accounts 
of the enterprises will include redemp- 
tion of debt as an expense, on the same 
basis as the General Fund, and there 
will be no provision for depreciation. 
Statistical calculations of depreciation 
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may be made for the fixed assets of 
enterprise revenue funds, but these will 
be recorded in memorandum records 
separate from the general books. 


Water Fund Accounts 


The foregoing comments with respect 
to the Enterprise Revenue Funds also 
apply to the Water Fund. Accounts of 
this fund will be preceded by the letter 
F. Villages presently operating account- 
ing systems adapted from that pre- 
scribed by the Public Service Commis- 
sion for water works corporations, or 
other generally recognized standard 
systems, may continue such accounts. 
These systems include depreciation ac- 
counting. 


Sewer Fund Accounts and 

Public Library Fund Accounts 

The foregoing comments with respect 
to the Enterprise Revenue Funds also 
apply to the Sewer and Public Library 
Funds. 


Capital Fund Accounts 


The accounts of the Capital Fund 
consist of balance sheet accounts only, 


as follows: 

Assets 
Cash. 
Temporary Investments. 
Encumbrances. 
Bonds Authorized. 


H200 
H450 
H521 
H550 


Liabilities, Reserves and Balances 


H605 Retained Percentages, Contracts Pay- 
able. 

Bond Anticipation Notes Payable. 
Reserve for Encumbrances. 

Earnings on Temporary Investments. 
Premiums on Securities Issued. 
Accrued Interest on Securities Issued. 
Authorizations. 

Unneeded Balances of Authorizations. 
Capital Reserve Balance. 


H626 
H700 
H850 
H851 
H852 
H890 
H911 
H920 


Since the purpose of the Capital 
Fund is primarily to accumulate in one 
fund all the expenditures for capital 


852 


projects, except for Special Assessments 
(and Water in some instances), all 
appropriations for capital projects 
made in the General and other funds 
must be transferred to the Capital Fund 
for expenditure. 

The Authorizations Accounts H89 
will include all amounts authorized for 
expenditure for capital projects, includ. 
ing projects financed from borrowed 
monies, transfers from the General and 
other funds and transfers from capital 
reserves. It should also include, al. 
though not required by the Manual. 
authorizations for the construction of 
capital assets by employees of the vil- 
lage. The purchase of equipment from 
current appropriations is not consid- 
ered a Capital Fund item, unless the 
cost is excluded from the tax limit 
computation by the village. 

No Surplus Account is included in 
the accounts of the Capital Fund. How- 
ever, accounts are provided for H850 
Earnings on Temporary Investments, 
H851 Premiums on Securities Issued 
and H911 Unneeded Balances of Au- 
thorizations. These accounts are not 
closed at the end of the year, as the 
use of the balances is specifically cov- 
ered in State laws. Balances of these 
accounts at the end of the year are 
carried forward to the succeeding years 
until used. 


Supplementary Accounts 

Supplementary accounts which are 
not “funds” in the technical accounting 
sense, are included in the Uniform Sys- 
tem based substantially on the recom- 
mendations of the National Committee 
on Governmental Accounting. They in- 
clude accounts for the Capital Indebted- 
ness of all funds except Special Assess- 
ment and, in certain instance, the 
Water Fund. Bonds and notes are en- 
tered when issued, and reversed when 
paid. 
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Fixed Asset accounts are also pro- 
vided in the Supplementary Accounts. 
Fixed Assets acquired or constructed 
are entered and reversed when retired. 
Accounts are provided for machinery 
and equipment purchased. 


Accounting Forms and Procedures 


The Manual of the Uniform System 
contains numerous instructions regard- 
ing the forms and procedures to be 
used. Nineteen forms are illustrated. 
some of which are alternates. The vil- 
lages are permitted to modify the forms 
in any way desired to adapt them to 
local conditions. 

Journal entries covering all foreseen 
transactions of a village are included 
in the Manual. The use of the account- 
ing principles expressed in these entries 
is a major requirement of the system. 


Single-Entry System 


The accounts described in the fore- 
going sections apply to the double- 
entry system. The accounts of the 
single-entry system are similar but are 
fewer in number and omit all balance 
sheet accounts. The fund classification, 
budgetary control and general cash ac- 
counting principles of the double-entry 
system apply to the single-entry system. 
Additional requirements are the keep- 
ing of a memorandum control account 
of taxes receivable and a classification 
record showing the unrealized revenues 
and the unexpended balances of appro- 
priations. A detailed record of bor- 
rowings made and outstanding, is also 
required. Non-revenue account num- 
bers are provided which include the 
various types of general fund borrow- 
ings. Cash on hand at the close of the 
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year is reserved for the payment of 
outstanding commitments. 


Installation of the Uniform System 


The responsibility for the installation 
of the system rests with the village, but 
assistance is given by the State Comp- 
troller depending on the staff available. 
Regional and state-wide conferences are 
arranged for local officials, at which 
the elements of the system are ex- 
plained. 


Participation of CPAs 

It is a matter of regret that the 
CPAs of the State are taking only a 
very small part in the installation of 
the Uniform System and in the subse- 
quent audits. The free systems and 
audit service provided by the State has 
had the effect of severely limiting the 
engagement of independent account- 
ants. While the State has encouraged 
the villages to call on the services of 
public accountants, comparatively few 
of them have thus far availed themselves 
of such services. Since the State can- 
not possibly employ enough trained 
accountants at public expense to cover 
adequately both the installation of sys- 
tems and the audit of all municipalities 
and special districts, the ultimate objec- 
tive of adequate accounting and finan- 
cial management in local governments 
may be long delayed. In addition to 
villages, it must be remembered that 
the State must cover towns, cities, coun- 
ties, schools, fire districts, and others 
which number in the thousands. The 


excellent work of the Comptroller in 
preparing manuals of accounting, bud- 
geting and reporting will not be prop- 
erly followed through under present 
conditions unless the role of the CPA 
is given greater recognition. 
















Gain on Sale of Real Estate Used in Business... 
. Personal Exemption . 


Insurance .. 


Gain on Sale of Real Estate 


Used in Business 


Under the Federal Code real estate 
used in a business is treated as a capi- 
tal asset if a sale results in a gain and 
as a non-capital asset if the sale results 
in a loss. The effect of this provision 
is to give more favorable capital gain 
treatment to gains of this type, and 
allow a full deduction for losses (Sec- 
tion 1231, I.R.C.). The State law is 
different. The definition of capital as- 
sets excludes land or depreciable prop- 
erty used in a trade or business (Sec- 
tion 350, Reg. Art. 485(a)). A gain 
on the sale of real used in a 
business would therefore be fully taxed. 


estate 


There was another angle in a case 
submitted by one of our members. The 
real property which had at one time 
been used in a business became inade- 
quate and another and larger property 


was acquired. The former property 





BENJAMIN Harrow, C.P.A. and mem- 
ber of the New York Bar, has been a 
member of our Society since 1928. 
Formerly a Professor of Law at St. 
John’s University, Mr. Harrow is a 
past vice-president of our Society. The 
committees of his present or past serv- 
ice, as member or chairman, include 
Federal Taxation, New York State Tax- 
ation and Estate Planning. He is en- 
gaged in practice in New York City. 
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New York State Tax Forum 


Conducted by BENJAMIN Harrow, C.P.A 


Life 
. . Disallowed Losses— 
Sales and Purchases of Securities by Husband and Wife. 


was left vacant and offered for sale. 
After eight months, during which time 
the property was not used in the busi- 
ness, the property was sold at a profit. 
Was the gain a capital gain or subject 
to tax as ordinary income? In our 
opinion a taxpayer may convert prop- 
erty used in a business to property not 
used in a business. He may therefore 
change an asset from a_non-capital 
asset to a capital asset. If that is so, 
the circumstances in this case would 
indicate that a capital asset was sold 
and the gain would be taxable at capi- 
tal gain rates. There is no doctrine in 
tax law that once an asset is classified 
as a non-capital asset, it forever re- 
mains as a non-capital asset. 


Life Insurance 

One of our readers wanted to know 
if installment payments under a life 
insurance contract were taxable to any 
extent. Specifically the facts were that 
an insured died in 1952 and his widow 
was the beneficiary of a policy of 
$50,000. She elected to receive the pro- 
ceeds in ten annual installments. Under 
that option each installment would be 
$6,000. Is the $1,000 taxable as being 
in the nature of interest? 

The proceeds of a life insurance pol- 
icy received by reason of the death of 
the insured are excluded from gross 
income. Prior to the Revenue Act of 
1954 the question of what is meant by 
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proceeds of a life insurance policy was 
questioned by taxpayers and litigated 
in the courts. It was held that proceeds 
included all installment payments in 
full. In the case mentioned above the 
entire amount of $60,000 would be ex- 
cluded from gross income. The Rev- 
enue Act of 1954 changed this. It now 
provides (Section 101(d)) that any 
interest element in the proceeds is in- 
cluded in income, but if the beneficiary 
is a spouse of the insured there is an 
exclusion of $1,000 annually. Under 
the Code, therefore, no part of the in- 
stallment is taxable since the insured 
died prior to August 16, 1954. If the 
insured had died after that date any 
amount received in excess of $6,000 
would be subject to tax. 

Under the New York law the former 
Federal rule is still followed and no 
part of the proceeds is taxable even 
when paid in installments. Both under 
the Federal and State laws, if the pro- 
ceeds of an insurance policy are left 
with the insurance company under an 
agreement to pay interest, the interest 
payments are taxable income to the 
beneficiary. 


Personal Exemption 


In a recent tax court case (Estate of 
James E. Walsh, 28 T. C. No. 149) the 
issue before the court was whether a 
taxpayer was married on the last day 
of the taxable year and thus entitled 
to an exemption for his spouse. A di- 
vorce decree had been rendered on 
December 6, 1952. On December 29, 
1952 a motion to vacate the decree was 
filed. The court was asked to hold that 
this motion had the effect of reviving 
the marriage contract. The court held 
that the taxpayer was not married on 
the last day of the taxable year and 
the exemption for the spouse was not 
allowed. 
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Under the State law the personal ex- 
emption for the year is prorated and 
the taxpayer would be entitled to an 
exeiaption for eleven months on the 
basis of $2,500 for the year. That ex- 
emption could be divided between hus- 
band and wife in any way they deter- 
mined. If the motion to vacate the 
decree had the effect of reviving the 
marriage contract the full exemption of 
$2,500 could be taken by husband and 
wife. 

Disallowed Losses—Sales and Purchases 
of Securities by Husband and Wife 


Under Federal law losses resulting 
from indirect sales between husband 
and wife are disallowed. This issue 
came before the tax court in a recent 
case (John B. Shethar et al, 28 T.C. 
No. 144). Husband and wife each 
owned securities that had declined in 
value. By prearrangement, the husband 
purchased 500 shares of Amerada Pe- 
troleum on the stock exchange and the 
wife purchased 1,500 shares of Cana- 
dian Superior Oil over the counter on 
October 15, 1953. On the following 
day the husband sold 1,500 shares of 
Canadian Superior Oil at a loss and 
the wife sold 500 Amerada Petroleum, 
also at a loss. Each spouse claimed a 
deduction for the loss for 1953. 

On the authority of the McWilliams 
case (331 U.S. 694), the tax court 
sustained the Commissioner in disal- 
lowing the loss. The fact that the pur- 
chases were made before the sales did 
not make a crucial difference, nor that 
the wife managed her own property, 
nor the length of time separating the 
purchases from the sales. 

The State law would be different. 
Losses on sales between spouses, di- 
rectly or indirectly, are not disallowed. 
Nor does the State law disallow losses 
resulting from so-called wash sales. 
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Conducted by Louts H. Rappaport, C.P.A. 


Some Challenges in 


At annual meetings of the American 
Institute of Certified Public Account- 
ants, the SEC’s Chief Accountant fre- 
quently is a speaker. This year’s meet- 
ing of the Institute at New Orleans was 
no exception. One of the speakers at 
the session on October 28, 1957 was 
Andrew Barr, Chief Accountant of the 
SEC, whose subject was “Some Chal- 
lenges in Financial Reporting for Reg- 
ulatory Agencies.” The following is a 
highlight report of several of the mat- 
ters discussed by Mr. Barr. 

Insurance Company Accounting. Mr. 
Barr referred to accepted departures 
from conventional accounting such as 
in the cases of bankruptcy proceedings 
and investment trusts (particularly 
open-end trusts which carry their invest- 
ment portfolios at market). Conven- 
tional accounting followed by insurance 
companies, he said, also departs from 
generally accepted accounting and is 
of great concern to the SEC because of 
the increase in public offerings of in- 
surance company securities. 

The problem as it relates to fire and 
casualty insurance companies arises out 
of the lack of correlation between the 
volume of business done and the net 
earnings reported. The entire amount 
of the premium charged to the policy 
holder must originally be credited to 
a liability account, “Unearned Premium 





Louis H. Rappaport, C.P.A., a partner 
in the firm of Lybrand, Ross Bros. & 
Vontgomery, C.P.A.s, is the author of 
SEC Accountinc Practice AND PRo- 


CEDURE. 
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Financial Reporting 


Reserve,” while the expenses incurred 
in writing the policy are immediately 
charged to current income. In a period 
of increasing premium volume, this 
method of accounting temporarily pen- 
alizes the statutory underwriting results 
of insurance companies by increasing 
operating costs. In a period of declin- 
ing volume, the statutory underwriting 
results are benefited since the credits to 
income are based upon the higher vol- 
ume of business in the past whereas 
charges to income are based upon the 
reduced current volume of business. In 
other words, there is no matching of 
costs and revenues. 

In the prospectuses of insurance com- 
panies there is usually printed a tabula- 
tion showing the adjustment of statu- 
tory net earnings to give effect to the 
increase or decrease in unearned pre- 
mium reserve during the vears, under 
report, and a tabulation showing an 
adjustment of net equity to give effect 
to the equity in the unearned premium 
Mr. Barr stated: 

This is not an entirely satisfactory solution 
to the challenge of obtaining full and fair 
disclosure for investors in insurance com- 
panies. I understand that an Institute com- 
mittee is considering this problem and may 
be working toward an adequate solution of 
reconciling regulation for the protection of 


policy holders and fair disclosure of financial 
position and operating results to stockholders. 


reserve. 


Accounting and Changing Price Lev- 
els. A great deal of thought has been 
given to the question of historical costs 
as a basis for accounting and reporting. 
We have experienced a long period of 
rising prices which has forced serious 
study and reexamination of the effect 
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{ecounting at the SEC 


of changing price levels on our account- 
ing principles. How, if at all, should 
this condition be dealt with in the ac- 
counts and financial reports? 

The Study Group on Business Income 
in 1952 recommended that the primary 
statements of income should continue 
to be made on bases then (and now) 
commonly accepted. It was suggested, 
however, that corporations should also 
furnish supplemental information that 
will facilitate the determination of in- 
come measured in units of equal pur- 
chasing power. 

Mr. Barr stated that if such material 
is permitted to be included in the cer- 
tified statements, the question arises 
whether the practice should be made a 
requirement. The Commission has con- 
sistently refused to accept financial 
statements reflecting depreciation based 
on replacement costs. 

Tax Effect Accounting. Mr. Barr was 
critical of companies that claim imme- 
diate tax benefits arising from deduc- 
tions for liberalized depreciation, but 
use lower rates of depreciation for corpo- 
rate reporting purposes. Failure to keep 
accounting for taxes and reporting pur- 
poses on the same basis when the oper- 
ating facts support uniform treatment 
may result in seriously misleading 
financial statements. Several cases have 
come before the SEC in which acceler- 
ated depreciation methods had _ been 
claimed for tax whereas 
straight-line depreciation had been con- 
tinued on the books with no adjustment 
for deferred taxes. The improvement 
in earnings resulting from this practice 
has been so large in some of these cases 
that amendment of the statements to 
include an additional charge equal to 
the tax benefit has been required on 
the grounds that failure to do so would 
make the statements seriously mislead- 
ing. 

Mr. Barr also referred to other major 
differences between tax accounting and 


purposes 
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accounting for corporate reporting pur- 
poses, such as the treatment of intangi- 
ble drilling costs, statutory depletion, 
installment sales, bad debts and warran- 
ties. There are so many such items of 
material importance, he said, that it 
may now be deemed of material signifi- 
cance to know whether there are such 
differences. He continued, “It may well 
be that a complete reconciliation be- 
tween taxable income and reported in- 
come . .. is now indicated in order to 
mect the standards of full and fair dis- 
closure.” 

Independence of Accountants. Mr. 
Barr referred to the differing require- 
ments of the SEC and the Institute 
relating to an accountant’s financial 
interest in his client. Under the Com- 
mission’s rules the accountant is pro- 
hibited from having any financial inter- 
est in his client or its affiliates. On the 
other hand, the rules of the AICPA 
merely require disclosure of a substan- 
tial interest of the accountant if he ren- 
ders an opinion on financial statements 
which are used as a basis of credit and 
prohibit ownership of a substantial in- 
terest in an enterprise financed in whole 
or in part by public distribution of 
securities. 

These two conflicting standards of inde- 
pendence often cause confusion. It has been 
urged by some accountants that independence 
is a state of mind... and that standards of 
professional work should not be affected by 
his financial interest in the registrant. How- 
ever, the objective tests of independence to 
which certifying accountants are held by the 
rules of the Commission have been adopted 
for the purpose of avoiding both the oppor- 
tunity for, and the appearance of, bias and 
prejudice, or the possibility of undue influence 
on the part of the client. 

Referring to the present-day interest 
in developing services to management, 
Mr. Barr said that care should be taken 
to maintain a clear distinction between 
the giving of advice to management 
and the making of decisions for man- 
agement, 
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Conducted by Max Bock, CPA. 
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Financial Statements as Works of Art and Literature... 
Take Care With Diazo Reproduced Tax Returns 
Relieving the Overburdened Practitioner. 


Financial Statements as Works of 

Art and Literature 

When a first-rate artist completes a 
painting, he looks at the finished product 
with a justifiable pride of achievement. 
It is his work, he is proud of it, and he 
signs his name to it to let the whole 
world know who the proud artist is. 
Many “finishing touches” went into the 
finished product to bring it to the de- 
sired state. 

Accountants are artists, too. Consider 
the financial statements in an account- 
ant’s report. Each statement has a 
different style and symmetry. If care- 
fully arranged. it is graceful and rhyth- 
mic in form. If neatly typed, marginned 
and spaced, it has good lines. All in all 
a statement can have eye appeal in addi- 
tion to its technical qualities. Before an 
accountant signs his name to a report 
he, too, should take a final critical look 
at its appearance and, if he feels that he 
is proud of his work, only then should 
he sign it. 

Similarly, the great writer is intensely 
concerned with the quality of his work. 
Rewriting of words, sentences and even 
of pages are very common occurrences 
with the great masters. Their desire for 





Max Brock, C.P.A. (N. Y., Pa.), is a 
former chairman of the Committee on 
Administration of Accountant’s Prac- 
tice of the New York State Society of 
Certified Public Accountants. He is a 
lecturer at The City College of New 
York in the graduate course on Ac- 
counting Practice. Mr. Block is a 
member of the firm of Anchin, Block 


& Anchin. 
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excellence in the finished product over- 
comes the natural impulses of compla- 
cency and laziness. They cannot counte- 
nance sloppiness in style, poor organi- 
zation, poor language and grammar, and 
other common literary weaknesses, be- 
cause these clash with their ideals. and 
because their name is linked to each 
work. 

Accountants are writers, too. A de- 
tailed annual report often contains many 
pages of narrative material. There the 
writer has an opportunity to display 
his literary talents, his style, his grasp 
of the language. the ability to transmit 
technical data to laymen so lucidly and 
logically that they will read it with inter- 
est and absorb it correctly. An account- 
ant will not do well in these respects 
unless he sincerely cares to do so, is 
conscious of it at all times, and.makes 
a constant endeavor to absorb good 
language and style as he reads, and to 
create good language and style as he 
writes. Consistent care and _ interest 
eventually make good writing a natural 
process and not a slow one. 


Take Care With Diazo 

Reproduced Tax Returns 

This warning cannot be repeated too 
often—do not relax in your vigilance 
with respect to the quality of diazo re- 
produced tax returns. The right to sub- 
mit returns so prepared is a privilege. 
Any large scale abuse of this very valu- 
able privilege may well result in_ its 
revocation. 

So—let us continue to be very careful 
that the reproductions are of good legi- 
ble quality, and that we comply with the 
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requirements as to paper, ink, size, and 
color. The approaching personal income 
tax season will be a challenge. Careful 
preparation as to proper pencils, paper 
and forms, and firm instructions to staff 
will help meet it. 

The New York State Corporation 
Tax Bureau has taken a stiff attitude 
with respect to unacceptable returns and 
has been sending them back to the tax- 
payers. The Bureau microfilms the re- 
turns it receives and is therefore very 
sensitive about their legibility and other 
reproductive qualities. Moreover a re- 
turn cannot be put through a microfilm 
machine if it has staples on it or is 
bound with other than Scotch polyester 
tape. Bureau employees cannot take the 
time to remove staples or difficult ad- 
hesive bindings prior to microfilming. 

Moreover, the Bureau is very firm 
about the color of the returns. Only 
white paper may be used for 3 CT forms 
and canary colored paper for 42 CT 
forms. The image color on both of 
these forms must be a good black. Good 
reproductions are not possible if “stale” 
sensitized paper is used and if the rate 
of machine speed is too fast or too slow. 
Relieving the Overburdened 

Practitioner (Series 3) 

A senior partner of a prominent New 
York City firm offers these words of 
advice to members of firms with staffs 
of more than fifteen to twenty men: 

“Progressively, since the beginning of 
the second World War, the complexities 
of business, coupled with an expanding 
clientele, have placed upon me so many 
new and mounting responsibilities, that 
I found it necessary to seek a high cali- 
ber assistant in order to enable me to 
continue my personal contacts and to 
render the advice and guidance to which 
the clients had become accustomed and 
which they regard as an important part 
of our service. In reorganizing my own 
activities so that I could obtain the 
necessary relief from my assistant, I 
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also gave consideration to the question 
of the perpetuation of our firm. 

“T was careful to select from our staff 
a man with the requisite personality, 
training and potential for high level pro- 
fessional service. 1 have entrusted him 
with the supervision of all audits for 
which I am responsible, with the excep- 
tion of tax work, and with respect to tax 
matters he acts as a liaison between our 
Tax Department and me. He works 
closely with our personnel manager and 
makes sure that qualified personnel are 
assigned to particular audits. He seeks 
my guidance and advice where such 
need is indicated. Periodically, and al- 
ways at the close of the fiscal year, prior 
to a conference with a client, he prepares 
a memorandum for me setting forth 
salient features appertaining to such cli- 
ent’s affairs. He is usually present at 
the conferences with clients unless ex- 
tremely confidential matters are to be 
discussed. 

“As a result of our practice of having 
a second partner attend conferences with 
important clients, this partner is in a 
position to act in my stead when I am 
away from the office for extended peri- 
ods of time, for vacations or for other 
reasons. A closer contact is thereby es- 
tablished between my partner and the 
client, and with the knowledge of the 
client’s affairs available to him through 
my assistant, my partner’s task of having 
to take over in my absence, if this should 
become necessary, is greatly facilitated. 

“T have outlined briefly the steps that 
I took a number of years ago to prevent 
overburdening myself to such an extent 
that I would have been unable to serv- 
ice my clients properly, and perhaps 
have impaired my health, which | am 
glad to state, after forty years of ac- 
countancy practice. is still good and 
enables me to play 18 holes of golf, 
though very poorly, and to devote a fair 
amount of time to professional and com- 
munity activities.” 
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Payroll Tax Notes 


Conducted by SAMUEL S. Ress 





Payments for Illness or Disability 


A recent Appeal Board decision held 
that payments to a claimant under an 
employer’s wage continuation plan dur- 
ing an employee’s period of disability 
in addition to benefits payable under an 
insurance contract pursuant to the Disa- 
bility Benefits Law, are not remunera- 
tion within the meaning of the unem- 
ployment insurance law and _ therefore 
not taxable to the employer. 

In Appeal Board case no. 60,508-57 
(September 13, 1957). it was decided 
that amounts received by an employee 
during those weeks in which he received 
supplemental disability benefits from his 
employer along with the regular disa- 
bility payments from the insurance com- 
pany so as to provide the employee with 
an amount equal to a full week’s pay. 
were not taxable under the unemploy- 
ment insurance law. Reference was made 
to section 517.2 (a) of the law, as 
follows: 

“2. Exclusions. Remuneration does not in- 
clude: (a) The amount of any payment made 
to, or on behalf of, any employee or any of 
his dependents under a plan or system estab- 
lished by an employer which makes provision 
for his employees generally, or for such em- 
ployees and their dependents, or for a class 
or classes of such employees and their de- 
pendents, including any amount paid by an 





SAMUEL S. Ress, an Associate Member 
of our Society since 1936, is a member 
of the New York and Massachusetts 
Bar. He is engaged in public practice 
in his own office in New York City 
specializing in payroll taxation and 
labor-management matters. 

Dr. Ress is a member of the Society’s 
Committee on New York State Taxation 
and Chairman of its Subcommittee on 
Unemployment Insurance. 
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employer for insurance or annuities, or into 
a fund, to provide for any such payment, on 
account of retirement, or sickness or acciden- 
tal disability, or medical or hospitalization 
expenses in connection with sickness or acci- 
dent disability or death.” 

Thus, it appears from the foregoing 
that the moneys received directly from 
the employer by the claimant during his 
period of disability due to illness are 
excluded under the statute from the defi- 
nition of remuneration and are not tax- 
able wages. 

It is interesting to note however that 
in order to determine whether or not 
the employee had had twenty weeks of 
employment during his base period in 
order to qualify for unemployment in- 
surance benefits, those weeks for which 
he had received supplemental payments 
from his employer over and above the 
regular disability benefits paid by the 
insurance carrier, were considered 
“weeks of employment.” The Appeal 
Board pointed out that the statute was 
not clear on that precise question and 
based its holding on Regulation 2(g) 
promulgated by the Industrial Commis- 
sioner which reads as follows: 

“*Week of employment’ includes any statu- 
tory week during any part of which an em- 
ployee is on paid vacation or other paid leave 
of absence even though no actual work is 
performed.” 

In the present case the Appeal Board 
distinguished its holding from that made 
in Appeal Board case no. 49,658-55, 
wherein a claimant had not been cred- 
ited with “weeks of employment” for 
the time when the claimant had received 
disability benefits exclusively from the 
emplover’s insurance carrier. 

Under the new regulations just prom- 
ulgated by the Commissioner of Internal 
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Revenue, the employer has the option of 
deducting or not deducting withholding 
taxes from wages paid to employees 
during illness to the extent that such 
sick pay is not subject to Federal income 
tax. The regulations dealing with col- 
lection of income tax at the source on 
wages cover Internal Revenue Code Sec- 
tions 3401 through 3404. The regula- 
tions on employers’ reports have not as 
yet been issued in final form. 

' Every employer, whether or not he 
elects to withhold on the exempt por- 
tion. must keep a record showing: 

1. The beginning and ending dates 
of each period of absence from work 
for which the exempt payments were 
made, and 

2. Sullicient information from which 
to establish the amount and weekly rate 
of each payment. 

If the employer elects not to withhold 
income tax from excludable sick pay, 
his records should also: 

1. Separately state the amount of 
each such payment and the excludable 
portion thereof. and 

2. Contain either a written statement 
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from the employee specifying whether 
his absence from work was due to a 
personal injury or whether such absence 
was due to sickness, and if the latter, 
whether he was hospitalized for at least 
one day during this period; or any 
other information which the employer 
believes establishes the employee’s right 
to the exclusion. 

All such payments must be included 
in the amount shown as total wages 
on form W-2. However an employer 
who maintains the records specified 
above may also show excludable sick 
pay on form W-2 as a separate item in 
the space adjacent to “Federal Income 
Tax Withheld, if any.” Any amount of 
sick pay shown in this space should 
be labeled “Excludable Sick Pay” so as 
to facilitate the employee’s deduction 
from wages of “Excludable Sick Pay” 
taken on line 6(b) of form 1040 for 
the year 1957. 

It should be noted that sickness or 
injury payments under employer wage 
continuation plans are exempt from 
both social security (F.1.C.A.) and fed- 
eral unemployment taxes. 


Bulletin No. 23 and Rules of Conduct 
Why should the provisions of auditing Statement No. 23 be incorporated 


as a rule of professional conduct? The answer appears simple. Five years 


after auditing Statement No. 23 was approved by the profession, a survey 


indicated that 20% of auditors’ reports were not made in accordance with 


the profession’s approved standards of reporting. The period of education 


of the profession has passed. How long can the profession attempt to 


explain to lenders, investors, and analysts just what an auditor’s opinion 


means and be countered with facts that 20% of auditors 


> opinions do not 


appear to be governed by the profession’s standards? Wouldn’t we be in 


a better position if we were able to reply that we, the profession, insist 


that all members clearly indicate their professional opinion of financial 


statements and that members who do not comply with this standard are 


subject to our self-enforcement processes? We would not be saying that 


all members will have to make proper judgment as to qualifying or dis- 


claiming an opinion; judgment is too personal to enforce. We would be 


saying, however, that once an auditor has taken a position it will be 


expected that he make his position clear in his report. As to disclosure 


that financial statements were prepared without audit, there is no good 


reason why such disclosure should not be mandatory. 


THe Micnuican CPA, October 1957 
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Conducted by Ricuarp S. HELsTern, C.P.A. 


Dividend Credit: Sec. 


2106 Revised 


Dividend Credit: Sec. 1.34-2 

Held Invalid 

When the returns 
(Form 1040) 1954. 
there was considerable confusion as to 
credit was to be 
of an excess of 


individual tax 
were issued for 


how the dividend 
figured when, because 
net long-term capital gain over net short- 
term capital loss, the alternative tax 
was used. 

Under Sec. 34 of the 1954 Code, a 
credit was allowed against the tax equal 
to 40 of the dividends received after 
July 31, 1954. This credit was limited 
to 4% of the taxable income (2° in 
the case of taxable years ending on or 
before December 31, 1954). 

However, Schedule J of form 1010 
was set up so that the percentage limi- 
tation was computed on the lower of 





RicuarD S. HELstetn, C.P.A., has been 
a member of our Society since 1940. He 
has been a member of the Committee on 
Federal Taxation, as well as various 
other committees. He is presently a 
member of the Committee on Publica- 
tions. 


Mr. Helstein has contributed to account- 
ing and other publ'cations, and deliv- 
ered addresses before our Society and 
other professional societies. He is asso- 


ciated with J. K. Lasser & Co. 





862 


1.34-2 Held Invalid 


. Head of Household . 


Timely Warning on 
Timely Mailing .. . When Income on Stock Options is Realized . . . Form 


. Accumulated Earnings Tax. 


€ 


taxable income on page 3 or taxable 
income after the elimination of net 
long-term capital gains. Of cours». in 
cases where the alternative tax was 
used, the latter would be the lesser. In 
many cases, especially those where the 
taxpayer’s income stemmed principally 
from dividends and gains on_ stock 
transactions, the limitation set forth on 
form 1040 resulted in reduction of a 
dividend credit which would not have 
been reduced if the limitation was com- 
puted only on regular taxable income. 


Anyone who felt that this was merely 
a printing error in the form was* soon 
disabused:; and in July, 1955, the pro- 
posed regulations on Sec. 34 (which 
were adopted on February 3, 1956) 
clearly indicated in Sec. 1.34-2 that the 
form 1040 reflected the Commissioner's 
interpretation of Sec. 34(b)(2). See 
also the second sentence of the last 
paragraph of Regs. Sec. 1.1201-1(b). 
adopted July 23, 1957. 


The validity of the Commissioner's 
position had not been attacked in the 
courts until now. despite the very ap- 
parent error in his ignoring that Sec. 
63, which defines “taxable income.” in 
effect includes capital gains; and Sec. 
1201, which sets forth the computation 
of the alternative tax is based on “tax- 
able income” as defined in Sec. 63, in- 
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stead of redefining it for alternative tax 
purposes. 

Ai long last the Service’s position has 
been challenged and a District Court 
has held that Reg. Sec. 1.34-2 is invalid 
in respect of the limitation based upon 
the alternative tax computation (Elliot 
Springs et al. v. U.S. U.S.D.C. West. 
Dist. S.C. Rock Hill Div. C.A. 2075, 
August 5, 1957). Although no mention 
was made of the invalidity of that por- 
tion of Sec. 1.1201-1(b) involved, the 
omission may well be due to the recent 
adoption of that section of the regula- 
tions. In any case, the latter is merely 
a reference to Sec. 1.34-2, and if that 
section is invalid, the reference in Sec. 
1.1201-1(b) would be ineffective. 

At the present moment it is not known 
whether an appeal is being taken by 
the Commissioner. In any event, claims 
for refund should be filed for any open 
years for taxpayers who may have been 
affected; and the situation should be 
noted in the preparation of current 
returns. 


Timely Warning on Timely Mailing 

Section 7502, IRC 1954 provides that 
timely mailing of claims, statements or 
other documents (including petitions to 
the Tax Court) which are required to 
be filed within a prescribed period or 
on or before a prescribed date, shall 
be considered as timely filing of such 
document. (This does not apply to re- 
turns. See NYCPA, Vol. XXVII No. 
4, April, 1957, p. 286.) 

However, where there is any doubt 
that the missive will not arrive before 
the deadline, it is almost imperative 
that it be mailed via registered mail and 
the receipt retained as evidence of the 
date of mailing. 

Regulations, Sec. 1.7502-1 puts the 
burden of proof upon the taxpayer 
where the postmark date is not legible. 
Such proof is furnished by a registra- 
tion record (Sec. 7502(c) ). 
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In a recent case (Luther A. Madison 
28 TC No. 154) the stamps on 
the envelope enclosing a petition to the 
Tax Court via ordinary mail were can- 
celled, but no date of cancellation ap- 
peared on the envelope. The petition 
was received by the Tax Court two 
weeks after expiration of the 90-day 
period. The Tax Court refused to ac- 
cept the taxpayer’s affidavit of timely 
mailing, and granted the government’s 
motion to dismiss for lack of jurisdic- 
tion. 





When Income on Stock Options 

is Realized 

In a much publicized decision in 
1956, the Supreme Court, in the case 
of Commissioner v. LoBue (351 U.S. 
243) reversed the Tax Court and the 
Court of Appeals, in holding that any 
gain realized by a taxpayer from exer- 
cising stock options, at a price less than 
the fair market value of the stock at 
that time, was taxable compensation. 

The facts in the case follow: In Janu- 
ary 1945, LoBue was granted an option 
by his employer to purchase stock, if 
he was still employed on June 30. In 
May he gave his promissory note pay- 
able in 1947 in the amount of the op- 
tion purchase price. He was still em- 
ployed on June 30. He was given 
another option on January 1, 1946, for 
which he gave his note. The notes 
were paid, and LoBue received his 
shares in May 1946. The option pur- 
chase price was less than the market 
value of the stock at all times. 

In its decision the Supreme Court 
remanded the case to the Tax Court 
for decision as to when the options were 
exercised, i.e. at the time that LoBue 
gave his notes, on June 30 (the govern- 
ing date of employment), or when the 
notes were paid. 

In a supplemental opinion (28 TC — 
No. 158) the Tax Court following its 
decision in Estate of James S. Ogsbury 
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(1957, 28 TC 93) held that the date 
for determination was the date on which 
the taxpayer unequivocally signified his 
intent to exercise the options. Accord- 
ingly, it held that the additional com- 
pensation on the first option was earned 
by LoBue in 1945. The Court did not 
state whether such date was May or 
June of 1945, since 1945 was outlawed 
by the statute of limitations, and any 
vain realized in that year could not be 
taxed. Of course, the gain realized in 
1946 on the second option was taxed as 
ordinary income in that year. 

This is directly opposite to the pro- 
visions of Sec. 1.421-6(b)(1) of the 
proposed regulations, which holds that 
compensation is realized at the time the 
property is transferred and full owner- 
ship is realized. It should be noted that 
the Ogsbury case is presently on appeal 
to CA-2. 

Form 2106 Revised 

Form 2106 is the “Worksheet For 
Use of Taxpayer Claiming Local Trans- 
poration, Travel or Outside Salesmen’s 
Expenses Incurred as an Employee.” 

Because a footnote on the old form 
advised taxpayers using the declining- 
balance method of computing depreci- 
ation on an automobile or other vehicle 
to disregard the salvage value in com- 
puting depreciation, many taxpayers 
had depreciated the cost to below sal- 
vage value and even to zero. This is 
contrary to Sec. 1.167(b)-2 of the 
Regulations. 

The footnote has been revised on the 
new form to provide that in no event 
may an asset be depreciated below sal- 
vage value (Notice in IRB 1957-37, 29). 

Note however that under the “straight- 


line” method (Sec. 1.167(b)-1 of the 
Regulations) and the “sum of the years- 
digits” method (Sec. 1.167-(b)-3 of 


the Regulations) the basis upon which 
depreciation is to be computed is first 
to be reduced by the estimated salvage 
value of the asset. 
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Head of Household 

In order to qualify as Head of House. 
hold under Sec. 1.1-2(b) of the Regu. 
lations and Sec. 1(b)(2)(A) of the 
1954 Code, a taxpayer no longer has 
to demonstrate the “right to exercise 
family control.” G.C.M. 20921 (1939-1 
CB 174) does not apply to the 1954 
Code and Regulations under which the 
principal factor to be considered js 
“whether the taxpayer contributed more 
than half of the cost of maintaining the 
household, which is his home and the 
principal place of abode of his qualify. 
ing dependents.” (Rev. Rul. 57-415, 
IRB 1957-37, 7) 
Accumulated Earnings Tax 

Taxpayers with a Sec. 102 (IRC 
1939) or Sec. 531 (IRC 1954) problem 
will be interested in the case of an au- 
tomobile agency (Breitfeller Sales, Inc. 
28 TC —— No. 137). This corporation, 
organized in 1931, had, through 148. 
never paid a dividend, although it had 
net profits after taxes in every year 
(some of which were substantial). Dur- 
ing all of the years of its existence, the 
corporation had loans receivable from 
its sole stockholder. In 1948, its cur- 
rent assets were $654 thousand; its 
current liabilities were $171 thousand; 
its required reserve under its General 
Motors franchise was $163 thousand. 
Its accumulated earnings and_ profits 
were about a half million dollars, of 
which more than one-half was invested 
in securities unrelated to the business. 

Hopeless? Not at all. The Tax Court 
reasoned that plans for physical ex- 
pansion and the possibility that it might 
reacquire a dealership in adjoining ter- 
ritory was sufficient reason for retain- 
ing its earnings. The arithmetical com- 
putation by the Tax Court in its foot- 
note (3) is particularly interesting. 
since in comparing the amount required 
in the business with the retained earn- 
ings, only the earnings of the years 
before the Court are taken into account. 
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Wilcox, Frank L. 


Uniformity in Rules of Professional Conduct— 
A Reply Comment by the Chairman of the 


Institute’s Committee on Professional Ethics 
(Letter to the Editor) 
June; p. 374 
Wolosin, Harold J. 
The Commission’s Recommendation Number 


Four: An Internship Program (Letter to the 
Editor) 
September; p. 586 
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ACCOUNTING 
Accounting and Reporting Standards for Corporate 
Financial Statements (1957 Revision) 
American Accounting Association— 
October; p. 696 
Accounting Controls for Box Office Receipts 
Carr, Robert M.—May; p. 331 
Accounting News and Trends (A Department) 
Savage, Charles L. (Conducted by) 
January; p. 4 
February; p. 76 
March; p. 148 
April; p. 220 
May; p. 292 
June; p. 364 
July; p. 436 
August; p. 508 
September; p. 580 
October; p. 652 
November; p. 724 
December; p. 796 
Accounting Principles and Procedures of 
thropic Institutions (Letter to the Editor) 
Hayes, Ralph—November; p. 732 
Accounting Research Bulletin No. 47: Accounting 
for Costs of Pension Plans (Official Decisions 
and Releases) 
March; p. 213 
Accounting Research Bulletin No. 48: Business 
Combinations (Official Decisions and Releases) 
June; p, 429 
Book Value of Net Worth 
Hecht, Charles—August; p. 549 
Business Combinations: An Explanation of A.R.B. 
No. 48 by the AIA Research Department (Offi- 
cial Decisions and Releases) 
June; p. 426 
Consistency 
Chan, Stephen—August; p. 533 
Cost, Expense and Loss (Official Release) 
Accounting Terminology Bulletin No. 4— 
November; p. 763 
Motel Accounting 
Kane, C. Vernon—August; p. 538 
Some Factors to be Considered in Determining and 
Evaluating Fund-Raising Costs 
Loewenstein, Joseph A.—February; p. 100 
Uniform System of Accounts for Villages 
Cunningham, Joseph M.—December; p. 840 
ACCOUNTING PROFESSION 
The Accounting Profession’s Growing Interest in 
Statistical Sampling 
Smith, Alden C.—July; p. 451 
The CPA Looks at Operations Research 
Schiff, Michael—December; p. 836 
Emergency Professional Assistance (Letter to the 
Editor) x 
Krauter, Albert—February; p. 86 
How Can Bankers Obtain Information 
CPAs? 
Burns, Garrett T.—January; p. 55 
Initiating Effective Liaison Between Banker and 
CPA 
Terry, Frank D.—May; p. 309 
Interchange of Knowledge Among CPAs (Letter to 
the Editor) 
Abramson, Ted—April; p. 228 
Joint Reports of Special Committee on Professional 
Relations of American Bar Association and Com- 
mittee on Relations with Bar of American In- 
stitute of Accountants (Official Decisions and 
Releases) 
February; p. 138 
Management Services by CPAs: A Survey by the 
AICPA Research Department (Official Decisions 
and Releases) 
July; p. 497 
Need for ‘Closer CPA-Banker Relationship (Letter 
to the Editor) 
Sullivan, T. Robert—April; p. 228 
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TITLES 


Need for CPA Pension Plan (Letter to the Editor) 
Byrnes, Thomas W. —March; p. 154 
Opening the Door Between Banker and CPA 
(Letter to the Editor) 
Hecht, Charles—October; p. 660 
A Public Relations Program for CPAs 
Howe, H. P. C.—January; p. 23 
Statement of Principles Relating to Practice in the 
Field of Federal Income Taxation Promulgated 
by the National Conference of Lawyers and Cer- 
tified Public Accountants (Official Decisions and 
Releases ) 
February; p. 142 
Toward Better Credit Grantor—CPA Relationship 
(Letter to the Editor) 
Hecht, Charles—June; p. 373 
Treasury Department Interpretation of Section 10.2 
of Treasury Department Circular 230 (31 C.F.R. 
10.2) (Official Decisions and Releases) 
February; p. 140 


ACCOUNTING SERVICES 
The CPA Looks at Operations Research 
Schiff, Michael—December; p. 836 
Management Services and the Accounting Profession 
Lawrence, Charles—October; p. 671 
Management Services by CPAs: A Survey by the 
AICPA Research Department (Official Decisions 
and Releases) 
July; p. 497 
The Scope of Management Services (Letter to the 
Editor) 
Chan, Stephen—November; p. 732 


ACCOUNTING SYSTEMS 


Accounting System for a Small Water Plant 
Cohen, Stanley L.—June; p. 402 


ADIRONDACK VIEW 
An Adirondack View (A Department) 
Houghton, Leonard (Conducted by) 

January; p. 15 (A CPA Story) 
February; p. 85 (Well, the New Year) 
March; p. 157 (Initials) 
April; p. 231 (State Income Tax Returns) 
May; p. 303 (Our Azygous Members) 
June; p. 371 (Annual Reports) 
July; p. 441 (Brainstorms) 
August; p. 513 (Our Full Economy) 
September; p. 585 (Our Kids) 
October; p. 659 (That’s Mine) 
November; p. 731 (The AAM) 
December; p. 803 (Decision Making) 


ADMINISTRATION OF ACCOUNTANTS’ 
PRACTICE 
Administration of a CPA Practice (A Department) 
Block, Max (Conducted by) 
January; p. 63 
February; p. 130 
March; p. 203 
April; p. 281 
May; p. 354 
June; p. 417 
July; p. 490 
August; p. 569 
September; p. 640 
October; p. 713 
November; p. 786 
December; p. 858 
Shakespeare and CPA Practice 
Editor) 
Grayson, Locke (Mrs.)—April; p. 228 


(Letter to the 


AUDITING AND REPORTING 
Accounting and Reporting Standards for Corporate 
Financial Statements (1957 Revision) 
American Accounting Association— 
October; p. 695 











Accounting Controls for Box Office Receipts 
Carr, Robert M.—May; p. 331 
The Accounting Profession’s Growing Interest in 
Statistical Sampling 
Smith, Alden C.—July; p. 451 
Alternative Auditing Procedures 
Wehr, P. N., Jr—September; p. 605 
Amendment of State Banking Law Provides for 
Bank Audits by Independent Accountants 
(Letter to the Editor) 
Jasper, Francis E.—June; p. 374 
Bank Confirmations (Letter to the Editor) 
Johnson, Noll E.—November; p. 735 
Comments on Financial Statemengs Filed with the 
SEC 
Barr, Andrew—October; p. 686 
Consistency 
Chan, Stephen—August; p. 533 
A Course in Statistical Methods in Auditing (Let- 
ter to the Editor) 
Arkin, Herbert—September; p. 586 
The Disclaimer and Interim Reports 
the Editor) 
Sigel, Benjamin M.—February; p. 88 
The Disclaimer and Undue Responsibilities (Let- 
ter to the Editor) 
Shechet, David—March; p. 154 
Disclosing All Reasons for Disclaimer of Opinion 
(Letter to the Editor) 
Blough, Carman G.—August; p. 515 
Examining the Financial Statements of a Tele- 
vision Broadcasting Station 
Regazzi, John H.—May; p. 313 
Financial Reporting and the Tax Law 
Mahon, James J., Jr.—September; p. 597 
Form CR—131 and Reporting Requirements for 
Charitable Organizations (Letter to the Editor) 
Wasser, Max—August; p. 514 
Highlights in Current Financial Reporting 
Armstrong, J. Sinclair—November; p. 765 
How to Audit a Small Bank 
Lambert, F. Clyde—March; p. 177 
Importance of Checking ‘‘Blue-Sky” Requirements 
(Accounting at the SEC) 
Rappaport, Louis H.—October; p. 711 
Informative Disclaimers (Letter to the Editor) 
Rosenfeld, Eugene—January; p. 12 
Long-Form Reports 
Statements on Auditing Procedure No. 27— 
September; p. 631 
Major Differences Between Audit of Banks by 
CPAs and Examination by State Banking De- 
partment 
Kirmmse, Herbert E.—February; p. 95 
Office Automation and Auditing Techniques 
Steele, Allan T.—July; p. 478 
Registration by Foreign Companies: The KLM 
Royal Dutch Airlines Case (Accounting at the 
SEC) 
Rappaport, Louis H.—August; p. 567 
Some Challenges in Financial Reporting (Account- 
ing at the SEC) 
Rappaport, Louis H.—December; p. 856 
Some Observations About Audits of Brokers or 
Dealers in Securities 
Doty, George E.—February; p. 117 
Statistical Sampling in Auditing 
Arkin, Herbert—July; p. 454 
Statistical Theory as an Aid In Testing Perpetual 
Inventory Records 
Boni, Gregory M.—September; p. 613 
Transactions and Events Subsequent to the State- 
ment Date (Accounting at the SEC) 
Rappaport, Louis H.—November; p. 781 
The Verification of the Existence of Assets 
Bevis, Donald J.—November; p. 743 


BUSINESS—ORGANIZATION, PRACTICES 
AND MANAGEMENT 


New Instalment Sales Law (Letter to the Editor) 
Michaels, Arthur—August; p. 518 
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Problems of Perpetuating the Small Business 
Entity 
Rogers, Llewellyn L.—April; p. 262 


COST ACCOUNTING 
Cost Accounting Under the Robinson-Patman Ag 
Taylor, Otto F.—June; p. 386 


EDUCATION 
The Commission’s Recommendation Number Four: 
An Internship Program (Letter to the Editor) 
Wolosin, Harold J.—September; p. 586 
Education for the CPA 
Smith, Frank P.—December; p. 815 
Need for Professional Accounting Schools (Letter 
to the Editor) 
Hecht, Charles—January; p. 12 
Opportunities for Women Accountants (Letter to 
the Editor) 
Jordan, Helen J.—December; p. 804 
A Professional Academic Program for CPA Pre. 
paration 
Schloss, Leo—February; p. 120 
Should the Standards of Accreditation for the CPA 
Certificate Be Revised? 
Foye, Arthur B.—April; p. 241 
A Summary Appraisal of the Commission’s Recom- 
mendations 
Saxe, Emanuel—April; p. 245 


ETHICS AND LEGAL RESPONSIBILITIES 


Accountants’ Legal Responsibility (Letter to the 
Editor) 
Nash, Arthur L.—October; p. 661 
AFL-CIO Codes of Ethical Financial Practices 
Official Decisions and Releases—August; p. 553 
Disclosure of Financial Interest in an Enterprise 
(Letter to the Editor) 
Chan, Stephen—April; p. 228 
Ethical Responsibilities 
Carey, John L.—August; p. 527 
A New Look at Accountants’ Legal Responsibility 
Levy, Saul—June; p. 380 
On Uniformity in Rules of Professional Conduct 
(Letter to the Editor) 
Seif, William J.—May; p. 298 
Uniformity in Rules of Professional Conduct— 
A Reply Comment by the Chairman of the In- 
stitute’s Committee on Professional Ethics (Let- 
ter to the Editor) 
Wilcox, Frank L.—June; p. 374 


FEDERAL TAXES 
Collapsible Corporations 
Budik, Frank M.—March; p. 185 
Conforming Federal and State Taxable Income 
Palestin, Ira J.—November; p. 758 
Demolition and Involuntary Conversion 
Grey, Stanley B.—July; p. 470 
Employer-Financed Medical Payment Plans 
Bakst, Allan A.—November; p. 752 
Federal Income Tax Notes (A Department) 
Helstein, Richard §. (Conducted by) 
January; p. 70 
February; p. 135 
March; p. 209 
April; p. 286 
May; p. 358 
June; p. 422 
July; p. 494 
August; p. 574 
September; p. 646 
October; p. 718 
November; p. 790 
December; p. 862 
Fiduciary Conflicts Arising Out of Corpus 
Deductions 
Thrope, Irwin M.—October; p. 682 
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Financial Reporting and the Tax Law 
Mahon, James J., Jr.—September; p. 597 
The Integrity of the Tax Laws (Letter to the 
Editor) 
Grund, Benjamin—October; p. 660 
Loss Corporations 
Holzschuher, Carl—January; p. 52 
Loss of Income Due to Illness as a Tax Deduction 
(Letter to the Editor) 
Rosenfeld, Eugene—August; p. 519 
The Mills Report and Latest Developments on 
Possible 1954 Code Amendments (Letter to the 
Editor) 
Summa, Don J.—August; p. 514 
The Mills Report and Possible 1954 Code Amend- 
ments (Letter to the Editor) 
Summa, Don J.—July; p. 442 
The New Depreciation Regulations 
Carson, William K.—February; p. 106 
Ordering Federal Income Tax Forms—A Letter 
from the Regional Commissioner (Letter to the 
Editor) 
Fleming, A. W.—July; p. 445 
Partnership Taxable Years 
Van Damm, Stanley P.—May; p. 321 
Retirement or Death of a Partner 
Dixon, Arthur J.—April; p. 258 
Revenue Rulings of 1956 
Dyckman, Samuel A.—January; p. 37 
Separation of Businesses 
Budik, Frank M.—January; p. 49 
Significant Federal Tax Decisions of 1956 
Kirkebye, Henry T.—January; p. 29 
Tax Department Amenities—Foreign Version (Let- 
ter to the Editor) 
Tauritz, Leo L.—November; p. 735 
Tax Planning and the Stock Market (Part One) 
Dixon, Arthur J.—December; p. 829 
Tax Status of Partnerships 
Cohen, Herman H.—April; p. 250 
Thin Corporations 
McNamara, William R.—February; p. 113 
Travel and Entertainment Expense and the Enter- 
tainment Field (Letter to the Editor) 
Carr, Robert M.—February; p. 86 


GOVERNMENT ACCOUNTING 

Financial Management in the Federal Government 
Rappaport, Percy—March; p. 169 

Uniform System of Accounts for Villages 
Cunningham, Joseph M.—December; p. 840 

Village Budget Preparation and Management 
Cunningham, Joseph M.—March; p. 188 


HISTORY 
John Thomas Madden 

Washburn, Earle L.—May; p. 329 
Norman Edward Webster 

The Committee on History—April; p. 266 


MISCELLANEOUS 
An Argument for the Natural Business Year (Let- 
ter to the Editor) 
Briloff, Abraham J.—December; p. 808 
Commendation Overdue (Letter to the Editor) 
Ankers, Raymond G.—July; p. 446 
A Service to the Accounting Profession 
(Letter to the Editor) 
Kirrkamm, G. E.—September; p. 586 
Voted Resolution—Board of Regents 
(Official Decisions and Releases) 
February; p. 144 
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Voted Resolution—Board of Regents 
(Official Decisions and Releases) 
July; p. 504 


NEW YORK CITY TAXES 
City Excise Taxes and Insolvency Procedures (Let- 
ter to the Editor) 
Radin, Leon I.—November; p. 735 
Insolvency and Bankruptcy Procedures Relating to 
City Excise Taxes 
Sachs, Louis A.—May; p. 324 
Insolvency Procedures (Letter to the Editor) 
Weintraub, Benjamin—October; p. 664 
Minimizing New York City Taxes Through Proper 
Record Keeping 
Palley, Sidney B. and McCarthy, Frederick J. 
October; p. 677 
Municipal Taxation and Bear Traps (Letter to the 
Editor) 
Sussman, Leo—February; p. 89 
New York City Excise Taxes—Some Current Cases 
and Problems 
Haber, Herbert M.—September; p. 609 
NEW YORK STATE TAXES 
Conforming Federal and State Taxable Income 
Palestin, Ira J—November; p. 758 
Current Developments in New York State Tax 
Legislation and Regulations 
Kassell, Mortimer M.—June; p. 395 
Designation of Code Numbers on New York State 
Franchise Tax Reports (Letter to the Editor) 
Eolis, Miriam I, R.—March; p. 154 
Federal and State Returns—Elimination of Dif- 
ferences in Taxable Income (Letter to the Editor) 
Koenig, Irving—May; p. 300 
Insolvency and Bankruptcy Procedures of the New 
York State Tax Department 
Leinwander, Jacob—July; p. 474 


New York State Tax Forum (A Department) 
Harrow, Benjamin (Conducted by) 
January; p. 57 
February; p. 126 
March; p. 196 
April; p. 271 
May; p. 340 
June; p. 410 
July; p. 483 
August; p. 565 
September; p. 635 
October; p. 707 
November; p. 779 
December; p. 854 
The Problem of Federal and State Differences in 
Taxable Income—A Reply by the Chairman of 
the Society’s Committee on New York State 
Taxation (Letter to the Editor) 
Eolis, Miriam I. R.—May; p. 301 
Reproduction of New York State Tax Forms (Let- 
ter to the Editor) 
Grand, Saul—October; p. 661 
The State Should Allow Accelerated Depreciation 
Methods (Letter to the Editor) 
Bodner, Bernard B.—May; p . 298 


OFFICIAL DECISIONS AND RELEASES 
Accounting and Reporting Standards for Cor- 
porate Financial Statements (1957 Revision) 
October; p. 695 
Accounting Research Bulletin No. 47: Accounting 
for Costs of Pension Plans 
March; p. 213 
Accounting Research Bulletin No. 48: 
Combinations 
June; p. 429 
Accounting Terminology Bulletin No. 4: Cost, Ex- 
pense and Loss 
November; p. 763 
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AFL-CIO Codes of Ethical Financial Practices 
August; p. 553 
Business Combinations: An explanation of A.R.B. 
No. 48 by the AIA Research Department 
June; p. 426 
Joint Reports of Special Committee on Profes- 
sional Relations of American Bar Association 
and Committee on Relations with Bar of Amer- 
ican Institute of Accountants 
February; p. 138 
Long-Form Reports 
September; p. 631 
Management Services by CPAs: 
AICPA Research Department 
July; p. 497 
Statement of Principles Relating to Practice in the 
Field of Federal Income Taxation Promulgated 
by the National Conference of Lawyers and Cer- 
tified Public Accountants 
February; p. 142 
Treasury Department Interpretation of Section 10.2 
of Treasury Department Circular 230 (31 C.F.R. 
10.2) 
February; p. 140 
Voted Resolution—Board of Regents 
February; p. 144 
Voted Resolution—Board of Regents 
July; p. 504 


A Survey by the 


PAYROLL TAXES 
Payroll Tax Notes (A Department) 
Ress, Samuel (Conducted by) 
January; p. 66 
February; p. 132 
March; p. 206 
April; p. 284 
May; p. 356 
June; p. 419 
July; p. 492 
August; p. 571 
September; p. 643 
October; p. 716 
November; p. 788 
December; p. 860 


PRESIDENT’S PAGE 
The President’s Page 
Foye, Arthur B. 


January; p. 21 (The New Year) 

February; p. 93 (Perspective) 

March; p. 167 (The Old Order Changes) 

April; p. 239 (Memories and Membership) 

May; p. 307 (Two Major Society Meetings) 
Price, Leonard 

June; p. 379 (The Value of Ideas) 

July; p. 449 (Technical Meetings) 

September; p. 595 (General Meetings) 

November; p. 741 (The Chapters) 

December; p. 813 (Regulatory Legislation) 


SECURITIES AND EXCHANGE 
COMMISSION 


Accounting at the SEC (A Department) 
Rappaport, Louis H. (Conducted by) 
January; p. 60 (Pro Forma Financial State. 
ments) 
February; p. 
Bulletins) 
March; p. 198 (Twenty-Second Annual Re. 
port Fiscal Year Ended June 30, 1956, 
SEC—A Reprint of the Section Dealing 
with the Activities of the Commission in 
Accounting and Auditing) 
April; p. 274 (SEC Decision in Ultrasonic 
Corporation Case) 
May; p. 342 (SEC Summary of Accounting 
Series Release No. 78; 
Statement by Touche, Niven, Bailey & Smart) 
June; p. 412 (In the matter of Coastal 
Finance Corporation, Securities Act Re- 
lease No. 3775, April 10, 1957) 
July; p. 485 (Certificate Where Part of Ex 
amination Is Made by Another Accountant) 
August; p. 567 (Registration by Foreign 
Companies: The KLM Royal Dutch Air 
lines Case) 
September; p. 638 (SEC Revises 
Dealer Reporting Requirements) 
October; p. 711 (Importance of Checking 
“Blue-Sky’’ Requirements) 
November; p. 781 (Transactions and Events 
Subsequent to the Statement Date) 
December; p. 856 (Some Challenges in 
Financial Reporting) 
Comments on Financial Statements Filed with the 
SEC 
Barr, Andrew—October; p. 686 
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BOOK REVIEWS 


Title 


Appraising the Economics of Electronic 
Computers 

Basic Auditing Principles 

Distribution Cost Analysis for Metals Dis- 
tributors 

Elementary Accounting, Third Edition 


Federal Estate and Gift Taxes 


Frank Wallace 


Arthur W. Holmes 


American 
Association, Inc. 


Arnold W. Johnson 
Charles L. B. Lowndes and 


Author 


Reviewer 


Howard §S. Levin 


Benjamin Neuwirth 


Steel Warehouse Michael Schiff 


Charles C. Hillegas 
Samuel A. Dyckman 


Robert Kramer 


Fiscal-Year Reporting for Corporate Income 
Taxes, Technical Paper 11 

Office Work and Automation 

Professional Ethics of Certified Public Ac- 
countants 

Retail Merchandise Accounting, Second Edi- 
tion 


W. L. Crum 


Howard S. Levin 
John L. Carey 


Hermon F. Bell 


Alfred M. Schuyler 


Marshall Granger 
H. P. C. Howe 


Arthur Philips 


Homer St. Clair Pace and John Hastings 
Edward J. Koestler 


Lawrence L. Vance and John 
Neter 
Robert S. Holzman 


E> 31 


Specialized Accounting 


Statistical Sampling for Auditors and Ac- Herbert Arkin 
countants 


The Tax on Accumulated Earnings Don J. Summa 
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